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FOREWORD 


I N December, 1929, the Council of the Royal Institute of Inter- 
national Affairs authorized the forniation of a (iroup to study 
‘The Intermit ional Functions of Cold I'he inomlH'rship t»f the Grouji 
included reprc\sentatives <»f as many inteivsts its possible. It included 
bankers, jKilitieians. civil servants, economists, industrialists, and a 
due projK>rtion of iion-sptK'ialists in financial <ir iMunmercial matters. 

The magnitude of the subjf'ct ami the ilivergence i>f views held u]>on 
the question of the Gobi Problem have been factors influencing the 
methods of work of this Grou{>. 'Phe Groiij> nu»t at int<»rvals for ovt'r a 
year and was privileged to lu^ar a number of interesting pajx'rs which 
gave rise to fruitful discu.'^sions. The rt‘cords of the iiKH'tiugs were 
circulated to members of the (iroup. many of whom have paid tribute 
to the value thf\v have d(‘rived fniin tlH\se tlociiinents. 

A considerable^ amount of inate^rial u}M)n the (told Problem, as a 
result of these tli.scussions, luis been collected at ( *hatham House* and 
the* Council of the In.stitute ele*ci<le*el, subjt*ct te) the c<uise*nt of the 
contributors, to ]>ubltsh a se*le*edie>n of this material. The vie»ws and 
o{»inie>ns <»f many of the be*st authorities in the* country are* thus mad(<! 
available to the* public in this voluini*. 

The> re*ade*r should bear in ininel that this t*e)lle*r(»tion of documents 
claims to be^ no more* than a re*pre*.se*ntatie)n i>f thought upon <rt*rt.ain 
iis}K*e*ts of tlie* (Jold Prol)le*in. It el<M*s ne)t atti*inj>t to re*ach final ejon- 
clusions : it lays no e*mphasis ufsui any pjirticular point of vie*w. It is 
a colle‘Ction of material whiedi it is ho}M*d will be of iLse? to all those^ 
who are* making a study of this important iMt>e*rnat ional e*e*one)rnitt 
proble*m. 'J'he* Koval lii.stitute'^ of lnte*rnat ional Affairs may alsei <;laim 
that it is an inelication e»f the valuable* results which e?an be: obtained 
from the* inert hod of Gioup Study rK>w in preare-ss of de*verle»pment- at 
Chatham House. 

NKIbb .MAb(M»LM, 

( 'hairniatt uf Ihv ('ounvil uf the. liayal 
Inst Hut*' nf I nlertmti*nt4it A ffttirn. 

CilATIIAM ie»l SI'.. 

H> ST. .lAMl-.s'S .*igrAKI’.. 

S.w. 1. 

J uti/^ 1 I . 




INTRODUCTION 


T he working of the post-war InU^rnatioiial Gokl Standartl since 
the Brussels Conference of 1920 has given rise to a serii^s of 
problems which have engaged the attention of et^onofuists, indus- 
trialists, bankers, and jK>liticians. It wtvs t^> co-ordinate individual 
study of these problems that the Gold Group of Chatham House was 
formed. 

This book is a rcKrord of the pajx^rs. discussioiis. and comments 
which have come into being iis a result of the work of the Group. 
The documents are supplemented by an Index and a ean'fully 
selected Bi bliogra j)hy . 

The reader of this volume will find that threads of thought run 
through it which, if followed, will lead him to the world monetary 
crisis of 1931. 

The suspension of tht^ (Jold Standard by the British (iovernment 
on the* 20th September, 1931, brought home to millions of |>ersons in 
every q\iarter of the globe* tlie essentially praetJc'al bt^aring of the 
problems which are discussed in this volume* by distinguished repre- 
sentativt\s of many scdiools of thought and of several nationaliti(\s. 

In the near future it will be necessary for decisions to b<* taken as 
to the inon<*tary policy, not only of this country, but of the whole 
world. The <^reation of a sound jwdicy necessitates the existcaice 
of well-instructed public opinion. It is therefore of the highc^st im- 
portanct^ that at the* prescaif inoiiH^iit a comf>rehensive Hek*ction of 
information and opinion on the Inte*rnational Functions of (Jold 
should be at the disposal of every thinking person. 
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Fir^ Meeting of the ChalAant House Study Oroup on the International 
Functions of Odd, 5th December, 1 929. 


THE INTERNATIONAL FUNCTIONS OF GOLD 
lyrsoDrcroKy srprsY 
By sir JOSIAll STAMP, G.B.K. '* 

Sir ('harlks Addis, k.c.m.o., in tlio Oliair. 

The Chairman, Sir Oharjles Addis: This is tho first of a tw^ricss of 
meetings to discuss the international uses of gold. Sir Josiah Stamp 
will this evening make a preliminary survey of the qiu'stion, and it is 
intended to have subsequent discussions at interv’als of about a 
month. A record of the discussions will lie circulaUHi among iiiernlH'rs 
of the group so that those who are present but unable to take part 
in the discussion, as well as those who are uiuiblo to Ik> present, may 
contribute, their critical or constructive oliservations in writing. It 
is hoped in this way to achieve by successive stages a more continuous 
and intensive study of the subject than is }K>ssible by isolated debate. 

Sir Josiah Stamp: 1 have only under ])i-essurt'i agre^ed to introduce 
this series of meetings, liecause 1 am quit<* sure that those prc»sent 
know more about the subject than 1 do. However, some one has 
got to make a start, anti in the modern theatre the curtain usually 
goes up on a butler or housemaid! 

Before 1 get into the subject 1 .should like to say that 1 think it 
is extremely important that it should hv takc^n up in this particular 
institution, because it is so essentially an inU^rnational cpiestion and 
the more people realize that the In^tter it will be. 

The problem of the international iise-s <if gold is usually regarded 
as a question of maintaining the stability of gold prices, but to-night 
1 will not enter into the merits of stabilizing the gold price lc‘vol, 
because I feel that it is not necessary to take up the time of such a 
meeting in arguing the ca.se for a greater sf. ability, or in sfK^aking 
about the evils of instability. That is something we ought first of 
all to formulate in our minds. 

I do not think that the short run stability of gold firices rnattc^rs 
very much. The disjXTsion of the pricc^. index has been getting 
considerably less each year, and is not a commanding economic 
problem. The long runs, if 3 ’ou mean 10 or 20 per cent, changes over, 
say, a century, are also not of crippling im[K>rtance. But the medium 
run is very imjxirtant, for example, a 20 ficr cant, variation in 20 
years, because this affects all kinds of contractual relations. 'J'his 

B 
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is very serious in modem life, and the pre-War change was much 
greater. It had twice been as much as 40 per cent, in twenty-five 
years. Since the War, changes have been even more striking. In this 
country they have been 17 to 20 per cent, in the last five years. 

Why is this medium run important while the others are of lesser 
significance ? It is because it is the kind of period envisaged by the 
average human life ; by the period of bonds, by the jKjriod of leases — 
ninety-nine years ; by reparations and foreign debts ; by the royalty 
arrangements of oil fields. Wages settlements are for rather shorter 
periods, but are near enough to this me<lium run to be affected to 
an important extent. 

There is the question of a continuous small percentage change 
in the price level of gold being either a continual depressant or 
enhancement of trade activities. If, for example, you read the 
evidence before the Royal Commission on the Depre.ssion of Trade 
and Industry in the ’eighties, you will see that the change each year, 
though small enough not to l)e in everybody’s minds as the cause 
of the malady, was present and was most imfK)rtant. 

When w'e are speaking of avoiding change in the level of gold prices 
we do not mean that they should be absolutely fixed for all time. 
When we say it is unfair to lend five pairs of boots to-day and get 
back ten in twenty years’ time, this i.s only so if the human costs of 
the latter arc then relatively greater than the former. What we are 
really aiming at is that it should be reasonably consistent with a 
constant unit of human effort and abstinence. Genuine ea.se of 
production compared with gold may w’ell be regarded as Imver real 
costs. The relative positions of the two contractual parties in the 
general trend of prosjx'rity should not be radically changed. 

Cuming to the main issues, there arc four chief avenues of approach 
to the subjtxst of our discus.sion, and if you can solv'e the problem 
dow'n one of those avenues it may be quite unnecessary to explore 
the others at all. 

First, there is the quantity of gold available ; secondly, the better 
use of the existing gold stocks; thirdly, a better utilization and 
extension of the suixr-structurc of credit ; fourthly, ancillary methods 
of increasing the stocks of gold. 

1. What is the total quantity of gold at present in sight ? The total 
ultimately available docs not matter so much as the possible speed 
of the annual working. What is the limit of that speed at current 
costs ? Can it be speeded up economically ? There is also the fact of 
what is ultimately j^'orkable, and the amount which could be worked 
in a year by new scientific processes, such as those which followed 
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the cyanide process in the ’nineties. There we must consider the 
point of view of the people who like to make an equation Iwtween 
the percentage increase of gold and the increase in goods and pro- 
ductive services. 

The question of the whole quantity of gold which there is to be 
mined is very interesting to some people, and also the possibilities 
of fresh gold discovery. The finding of completely new fields might 
have some effect upon the price level, such as followed the discovery 
of the gold fields in California and Australia. Then there is also a 
great deal of gold not now in monetary use wliich jK^rhaps could bo 
made available. There is an immense stock of precious metals in 
India, which has been buried out of sight, but I do not know what 
its extent is or what the |K)s.sibilitieH are of bringing it back. The 
greatest change in price levels, that which followed the discovery 
of the Americas, was not due to the flow' of gold into Eurojw from 
mines, but to the accumulated stex^ks which were 1cm>Uh1 from the 
temples and sent home tt) Spain and Italy and .so into the main trade 
channels of Euro}H^ The price levels w'ent up first in the near 
countries and then in the remoU% so that to read of it is like watcdiing 
a coloun^d liquid flowing into a bowi of clear liquid and gradually 
colouring the wiiole of it. 

Then there is the possibility of a change in non-rnonetary ust^s of 
gold. If jK?ople did not have their Ux^th Htupjx*!! w ith it and if gold 
w'ore not us<h1 f<ir ornaments there would be much more in monetary 
use. 

The dynamic elenuxits in this question touch thc^ annual production, 
which affects the value. In considering the effect of a certain amount 
of gold we must consider the conditkms at the point of production. Wo 
might work out the first point of contact with gold, namely that of 
controlling gold supplies at the mines. As prices rise and an ounce 
of gold buys fewer commodities near the mines, new supplies from 
uneconomic mines shrink. When the price falls and gold buys more, 
gold mining is encouraged and the unproductive mines tend to bo 
workcfl more. The correction comes in automatically. That is the 
optTation ; I do not know' how' fast it is, hut prohal>ly it is rather slow. 

If the que.stion of the quantity of gold and the rate of prcxluetion 
is an cs.sential influence, it is obviously going to be made much more 
inevitable and quicker in its action if the poojdc controlling the gold 
situation have some say in the rapidity of the mining; the mines 
should, perhaps, all be controlled by the central banks. If thciy were, 
the correction could be produced much more quickly. At present it 
is haphazard and not controlled with a definite object in view. If 



4 THE INTERNATIONAL FUNCTIONS OF GOLD 

the whole object in mining gold were the extent of the gold reserves, 
we should achieve with certainty what the present methods only do 
by chance. 

The present outlook in the view of most people is a diminishing 
gold supply and a heavy fall in gold values. I ne^ not point out how 
very bad that would be for this country, with its large national debt 
and falling money income. The difference it would make can be 
expressed in an amount of from about one thousand to fifteen 
hundred millions sterling in the weight of the national debt. The 
foreign debt is also affected, and particularly our wage position which 
is much more set than that of any other country. The question of 
the amount of gold and the rapidity and the quantity of mining has 
got to be looked at in any examination of the problem. 

2. But if you do not touch that question at aU, can you not make a 
better use of the existing amount of money ? If there were no 
hoarding or sterilizing by particular countries, except in cases where 
it is necessary to check the rise in prices, could you get rid of this 
artificial starvation ? 

There is also the question of psychology. If in several countries 
the psychological outlook on this question is a hundred years behind 
that of the others, how can we get any unity on it ? Is the pace to 
be the pace of the slowest member of a community of financial 
nations ? You will not solve the problem by merely moving gold about 
to requirements which are so different in origin. 

If you have a new central bank, one of three things will happen. 
If the gold placed there by different countries is taken out of the 
credit economy of the others, this new bank will be a fresh com- 
petitor, but if that gold can count as if it were in their own vaults, 
it will preserve the quo of super-imposed credit. Secondly, if 

any gold is being held by the different banks surplus to their normal 
requirements, and is, so to speak, hoarded above what the world 
thinks a safe figure, then the central bank, out of its own holding, 
can offset the effect of such hoarding by issuing from the centre ite 
own credit to an amount equivalent to the deficiency created by 
hoarding. Thirdly, if there is a world fall in price due to the actual 
total shortage of gold, the central bank might stabilize the total of 
economic credit by supplementing the volume under the foregoing 
suggestion, and by a duplicate use of the gold bars within safe limits. 
That would not be an infiation of world credit, but would be a 
corrective of a downward trend. 

3. The third question is the super-structure of credit or credit sky- 
scrapers ; and adding on another storey is almost entirely a question 
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of psychology, because as long as you have a rule which people 
recognize and which is working all right, it will continue to work. 
The alternative rule will also work if people believe in it. Some 
people say there should be a 50 per cent, ratio, others say 25 [)er cent. 
There is no inevitable ratio which is constant for all time, and then* 
are certain conditions which make more favourably than others for 
experiment. When busine^ss becomes stabilized and settled at each 
level, it is possible to try a lower level without risk. 

The question of international ])eace is also very important in 
enabling us to work on a small amount of gold. The root idea is that 
we must have gold as a backing to a c^ertain extent. With greater 
clarity of international thought on these matters, a time will follow 
in which, finance being controlled and thought out by a central bank 
instead of operating haphazardly, we shall l>e enabled to establish 
more economical ratios. If the question of international control 
spreads we ought to l>e able to get rid of the present localized ideas. 
For instance, railway engineers always arrange a very big margin 
of vsafety for their work, and then^fore if you asked one of them to 
build an hotel he might put girders on the fourth floor which would 
take a locomotive ! 

4. Assuming that you have done the maximum with the future 
production cjf gold, with the question of the existing quantity of gold, 
and with the questions of the suix*r-structure of credit and psycho- 
logy ; assuming that you arc; then short of the proi)er amount of gold 
to enable you to conduct business without a fall in jirices, then you 
will have to consider what is the jiroblcun involvc^d in bringing in 
platinum and silver as auxiliaries to widen the base — the problem 
of bi-metallism. What are the prosjx'cls of that, and also of Irving 
Fisher’s ideas of altering the gold conUmt of the dollar, or whatever 
your unit of currency is ? Further, you will have to consider what 
are the prosfKHds of a variable currency inUTiially cHuitrolled by 
price levels and linked to gold for international trfule ? 

DUTusmon. 

SiK Basil Bi.ackett: It is the l)elief of uninformed opinion in 
arriving at views on this subject that it is a mystery belonging to 
the elect and only to be talked of in parables, w here a direct question 
is never directly answered. The most imfH>rtant function which the* 
study of this question can 8er\'e is to conduce to clear thinking on 
the point of wdiat is the purpose for which a central bank kecqis gold. 
1 am quite sure that the Bank of England would not like U) answer 
the question, "Why do you keep gold V I am still more certain that 
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they would not like to answer the question, ‘Why do you think that 
any particular figure you may fix is a desirable figure ? ’ 

I found, when going round the world last year, that I was an 
absolute radical in my views on the purposes for which gold was kept. 
It is important that we should get away from the mediaeval notion 
that gold is held as a backing for notes. If we once got clear t hinking 
on the purposes for which gold is held there might bo a very con- 
siderable advance. 

The purpose which we all have in view is to arrive at a medium 
of exchange which for a reasonable period of time will not fluctuate 
in purchasing power to such an extent as to upset ordinary exchange 
values. There are various methods which have been suggested this 
evening for studying the subject, but I shall not try to follow them 
in any particular direction. 

I should like, however, to say a few words on the question of 
bringing into currency uses large hoards of gold w'hich are at present 
used for non-currency purposes. Sir Josiah Stamp has instanced 
the gold brought into currency in the sixteenth century as the 
effect, not of the new discovery of gold, but of the tran.sferof it from 
the temples of South America to the exchange houses in Venice, &c. 
There is also the case of Alexander’s campaign in the Ejist, when the 
amount of gold brought back upset the level of prices in the Levantine 
world of the day. If anything like that happened in India, we should 
discover the need for a 1 10 j)er cent, gold reserve! 

The problem in India is a very interesting one, and every year there 
is a little movement here and there in the direction of an increase 
in banking in that country which is the great hojie for India. The 
effect in time will be to bring into currency use gold which is not in 
such use at present. I believe that the best way to help this move- 
ment is to get the Indian to believe that his currency is as good as 
gold, but this method is not likely to be adopted as long as we are in 
fear as to a shortage of gold. The adoption of a sensible view as to 
the uses of gold would react upon India and upon the Indian’s belief 
that the only real value is gold or precious metals. India is a verv' 
old country and the Indian regards the presence of the British then* 
as a very ephemeral and passing one, likely in due course to end in 
the restoration of that condition of chaos and disorder which he look.s 
on as normal, and in which gold and precious metals and stones have 
a real value which does not belong to currency notes or token coins. 

SiK Otto Niembiter: I am reminded of the drafting of the Gold 
Standard Act of 192o; it had to be drafted in a form which did not 
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preclude the possibility of a return some time to gold sovereigns in 
circulation. This was done entirely to meet the psychology of the 
people of this country, which shows that the iuxhI for education in 
this matter is just as great here iis in oilier parts of the world. 

A great many of the problems sketched by Sir Josiah Stamp ore 
being studied at this moment by the Gold Delegation of the Financial 
Committee of the I-cague of Nations. It is rather nMtiarkable how 
closely the heads of inquiry correspond. 

I want to question one thing. Sir Josiah Stamp .said that ho thought 
he could assume that vre were all in favour of stability of price.s, but 
that he w'iis not sure that it might not be very ust>ful if some one 
would get out a detailed statement of the considerations which ma<lc 
us want stability. It is quite surprising tlu^ numluT of ]H>o|>le wlui 
have doubts about it and say, ‘After all, is it a gooil thing ? ' It would 
1)0 w’ell w’orth while to set out the pros and cons in reasoned form. 

Moreover, wdiat do w*c mean by stability ? Is it alisolute or ndati ve '( 
What price do we mean ? In many |H'ople"s minds it means the 
stability of a jjarticular price. Do w’C‘ nuMtn the general level of prices 
or of particular prices ? If so, what is the general li»vtd of prices ? 
The question of what index can lx* followed iM‘eds a great deal of 
consideration and is far from simple. 

Mu. 11. G. H.wvtkey: In my view' one of the most serious evils 
arising from iliuduations in the value of the eurreiuy is the triule 
cycle. W hatever the causes of the trade cycle may lx*, one thing is 
common ground to every one, and that is that tlu^ trade eyede 
includes a iluctuation (»f the price h^vel combiiuxl with a iluctuation 
of productive activity. The two go together. 

if the fall in price were due to increa.H(‘d production and the rise 
to scarcity, no further explanation would have to be hxikfxi for. Hut 
in fact the fall coincides with diminished production and the ri.se 
with incrca.sed produertion. llie total value in morury the output 
of the world is increased both by the jXTcentage by w hi(;h priecis riscii 
and by the pcTcentage by which i\w physical volume of ]>roduction 
rises. Likewi.sc^ the siilKsequcnt fall in the priee level is HU{K')rimfK>Hcx] 
on the shrinkage of production. These wide fluctuations in mrincy 
value of output are clearly a moni^tary phenomenon. 

A fall in the price level due to monetary cauHes brings alM>ut 
business depression and unemployment. The depression of the 
’eighties, following the general adoption of the gold standard and 
the heavy fall in prices from 1873 onwards, supplies a well-known 
example. 
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The change in the price level, which used to occur over the period 
of a cycle, say from seven to eleven years, was often of the order of 
20 per cent. If the long period trend of prices were downwards, the 
fall would be greater and the rise less, and vice versa. Such changes 
are not very different in magnitude from the fall in the price level 
during the last five years. If the changes in the price level were 
eliminated the other phenomena of the trade cycle, if not altogether 
prevented, would at any rate be reduced to relative insignificance. 

The importance of pre-War experience is that it is derived from 
a time when gold was regarded as an automatic regulator of the 
purchasing power of the ciurrency. It shows that that cannot be 
safely assumed. The v^alue of gold is, it is true, determined by demand 
and supply, but the most important demand is for monetary use. 

The annual supply of gold is about £80,000,000, and the stock in 
the hands of the central banks of the world is about £2,200,000,000, 
of which £1,700,000,000 is in the hands of seven countries. About 
half the annual output is required for industrial purposes and the 
balance has to be absorbed by the central banks. The command of 
the central banks over the market in gold is absolute. They can 
dictate its value in terras of other commodities. By letting loose a 
very small amount of their stock they can decrease the value, and 
by absorbing more they can increase it. 

Thertifore this problem rests absolutely within the power of the 
central banks to solve. This, of course, includes the authorities which 
determine the conditions under which the banks work. 

There are two difficulties which arise in the way of using the power 
of the central banks. One is how to get suitable statutory and 
administrative arrangements which have the necessary elasticity. 
That problem has been adequately solved, for several countries have 
done it alroady. In Italy they have an arrangement by which they 
are free to hold foreign exchange to any extent in lieu of gold. The 
United States can afford to lose gold on the large scale on which they 
have absorbed it. Great Britain has also got a system of elasticity 
on the model explained by the Conservative Government in intro- 
ducing the Currency Bill ^ of 1928. In that Bill the jx)wer was reserved 
to the Government to alter the fiduciary issue. 

The second difficulty is to find a suitable and practical definition 
of conditions of stability. Many people think that it could be 
adequately secured b^y fixing a wholesale commodity index number, 
such as that of the Board of Trade. It is not as simple as that, but 
the problem is not uisoluble. Even if the world only tried to stabilize 

' Great Britain : Currency and Bank Sotes Act, 1928 (H.M. Stationery Office). 
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prices by fixing the index numbers, a groat deal would bo gained 
as compared with the chaos before the War when there wore the 
great variations of the trade cycle. We have had nothing quite like 
it since the War, but we hav^e had ample experience of what happens 
when the currency varies. 

Sib Hekby Strakosch : 1 want to congratulate the Royal Institute 
of International Affairs on starting this group, and also on the 
designation they have given to the inquiry which it is to iindertAke. 
As a member of the Financial Committee of the lA'Hgiie of Nations, 
I can say that we found it very difficult to select a designation for 
the I.ieague’8 inquiry. We called it an inquiry into ‘the causes of 
fiuctuations in the purchasing jKiwer of gold and their effect on the 
economic life of the nations We thought that was sufficiently 
innocuous. 

I agree that the first thing to do is to creaU' a well-instructed 
public opinion on the subject, in the hoiH‘ that that instructed public 
opinion will {lenetrate the parlours of some of the central banks. 
The stock argument of those opposing an iiujuiry usually is that 
they do not believe it is |K>ssihle for central banks to rti^gulate the 
level of prices, and that even if this wen* the case, their bank charters 
do not .say they are to do .so, but <»nly ask them to maintain their 
moiiciy stable in Usrms of gold. In the sanu*. breath they said, when 
the Ijcague of Nations' inqiiiry was first suggested, that such an 
investigation should not la^ held bi'eause it wiw {Haiching on the 
preserA’cs of the central banks. 'I'he first thifig which 1 Ixflieve any 
body of men who are interested in this subjec^t should do is to 
concentrate their attt'iition on forming an instructed jiublic opinion, 
and in onler t<j do that it is neceasary to establish a collet:tivo view 
of a numlwr of jjeople who have studusl the sul>j«*ct <»n a numlier 
of questions that are fundamental t<» the prol)lem. 

For instance, there is the tpiestion of (establishing an agreed 
estimate of the stock of gold at pnisent availal)le for monetary 
puri)oses, and the amount likely to fw tuldcd to it annually. What 
is the present relationship betwetm the stock of monetary gold and 
the total superstructure of currency and credit, and what is the 
prospective relationship between the growth of trade and require- 
ments for currency and credit ? Then there is the jujint of legislative 
enactments in connexion with the gold reserve, &c. All these points 
have hitherto been dealt with only by individuals among whom there 
is considerable disagreement. There has IxHjn nm colkMJtive opinion. 
I hope that the work of this Institute and of the Financial Committee 
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of the League will be helpful in establishing a collective opinion 
that will command authority. 

The late Professor Lehfeldt suggested that the stabilization of the 
value of gold might be achieved by controlling and regulating the 
output of gold.^ I profoundly disagree with Professor Lehfeldt. The 
total gold production to-day is about eighty millions sterling per 
annum, of which more than half comes from the Transvaal. Pro- 
duction there is not very elastic, and a falling price level is not going 
to produce a very material increase in the output of gold, mainly 
because production is limited by physical conditions. To develop a 
mine before it reaches the production stage takes between seven and 
ten years. Some areas already being worked, however, contain a 
great deal of low grade rock which might be worked if the cost of 
production could be reduced sufficiently. But there one is up against 
conditions which I think definitely bar the gold mines from taking 
advantage of falls in prices. 

South Africa is not only a gold producing country but also an 
agricultural country. If there were a heavy fall in prices there would 
be great business depression, and the farming industry would suffer 
very severely. Its taxable capacity would fall, and as no government 
likes to curtail expenditure, e8j)ecially in a new country where there 
is need for development, the fall would cause the Government to 
throw the burden of taxation mainly on the shoulders of the industry 
that was best able to bear it, i.e. the gold industry. The gold industrj' 
has been g<3ing through this experience ever since it started, although 
the increase has generally been invisible. For instance, the cost of 
transport has been increased against the gold mines and lowered 
towards other industries. 

A fall in commodity prices is not going to stimulate gold production 
as many j>eopIe believe. In other parts of the world gold is mainly 
produced from quartz reefs on a comparatively small scale, though 
the reefs arc usually of higher grade than the Transvaal ores. To 
increase production by working the low grade ores requires extended 
milling plants, which are costly and arc not likely to be put up in 
view of the small margin of profit on these ores, even if the cost of 
milling them were materially reduced. The problem has not much 
hope of a solution from that direction. 

The most hopeful avenue of inquiry is to see whether the quantity 
of available monetary gold can be made to support an increasing 
structure of credit. Investigations show that while the world’s gold 
production is likely to continue at about the present rate for the 

* Lehfeldt, Controlling the Output of Gold. 1926. (London General Press.) 
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next ten j^ears, a steep drop must be anticipated from then onwards. 
But the fact that the gold output is likely to lie maintaineil at the 
present level for ten years is small consolation. The world is making 
steady economic progn^ss, and this progress calls for a corres|X)nding 
augmentation of monetary golil stocks if prices tiw to be maintained 
stable. Only drastic economies in the use of gold as a bfisis of credit 
can, in the circumstances, save us from a sternly fall of prices. Action 
in this direction is therc'fore a matter of urgency. 

Mk. C. H. Risen : One of the jx'culiar charms of this inei>ting is that 
it allows individuals like my.sc'lf to rnwt the aiithorit ies of the central 
banks of the country, who usually live in their City Justnesses under 
a milit*ary guard ! One can at such mwiings extnu^t from them some 
elementary definitions. 

Sir Otto said, ‘Why aim at stabilization?’ I should add, ‘What 
is the stabilization at which we aim?’ 1 have n*cently read a long 
report of an inquiry in the United States into the question of im[K>King 
upon the Federal Reserve Bank the obligation of maintaining tlu* 
price level sU^ady.^ The authorities of the Fi‘deral Reserve Bank 
of New York, who ought to know' most about theses matteirs, wen^ 
strongly oppo.sed to having that responsibility placed ujHm them. 
Great doubts were expr(\ss(*d as to the ca[)»wut v of the system l-o do 
it and as to the danger of inducing false ho|H\s among the fx^ople as 
to its possibility. In the course of the inquiry the que^stion arose 
of fluctuations due to monetary and noii'inonetary causes, and that 
led to a most interesting discussion. It is |XTha|)s generally iulrnittcMi 
that you have to do all you can to prevent price iiuctuations arising 
from monetary causes, such as a world shortage of gold, but w'lu^n you 
come to the question whether you shoukl take monetary action to 
interfere w^ith economic developments affecting prices, and should 
apply conscious policy to neutralize what some; jieojile might think 
were normal develojiments, more debatable ground is e-nUTed. In 
such a case you might do good to some and harm to others. One? 
can argue that there is a general gcxxl which must come before every- 
thing else and stand above ]>articular inU;r(!sts, but it recpiires very 
careful analysis. 

On the statistical side of this inquiry there is very much work to bt‘ 
done, because the estimates made about the amount of new gokl 
required in years ahead are very largely based on the fifty years 
preceding the War, when conditions were quite different. We were 

* United States: Stabilisation: Hearings before the Ifiuse of liepresenUitives 
Committee on Banking and Currency. 1928. 
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then living in a period of intense nationalism and war chests were 
being accumulated everywhere. This problem is of an international 
kind and we must have an international atmosphere for its solution. 
If we here can contribute to the growth of a right international 
atmosphere, that will be a great achievement. 

As regards statistical material, some help can be obtained from 
post-War as well as pre-War experience. For instance, how far has 
the central banks’ policy been dictated in recent years by the gold 
question ? 

The United States has a great excess of gold, though some people 
say it will be used up in five years’ time, but there is the fact that 
after 1925 there was unexampled prosperity in the United States, 
and that it was associated with some decline in the price level. Was 
that a price tendency which should have been checked by the 
monetary authorities ? 

As regards Great Britain, it is more difficult to answer the question 
how far the gold reserve is dictating policy. One admires the policy 
of the Bank of England in letting the gold reserve go down as far 
as it did before raising the bank rate to six-and-a-half per cent, to 
defend its gold reserve. There the gold question did come in, but 
fortunately it was not long before relief was afforded. 

In the case of France, the gold question is dealt with on entirely 
different lines and the need for ‘moral education’ is greater. The 
Indian gold question is of peculiar interest and will require study. 

Mk. E. M. H. Lloyd: I should like to suggest one other point for 
examination, the particular effect of monetary instability on agri- 
culture, which is very susceptible to it. 

Dr. W. H. Coates: The problem has been put to us largely as a 
question of education, and it is suggested that we might take some 
part in that process, but unfortunately w'e are starting on the wrong 
side of the Atlantic. It is a problem in which it is extremely difficult 
to enlist the interest of the business man. It is the general basis on 
which he conducts all his transactions, but is one to which he pays 
very little attention. He thinks it is very difficult to understand. 
It seems to me that a process of education should be started, not 
only in this country but also on the Continent and all over the United 
States from the Atlantic coast right into the Middle West. It is a 
policy which it will take another half-century to carry out, and what 
is its object ? To canvince the central banks. 

I have been a little siu*prised that no mention has been made of 
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the one great step which is being taJkcn in the oiganization of the 
Bank for International Settlements. Whatever may said for or 
against it, that Bank, if once constituted, will bring together in one 
room the representatives of the most important central banks of the 
world. If, as we may hope, other countries take up some of the 
capital subscription of the bank, they also will send represemtativos. 
It w'ill be the job of the Bank of England representatives to carry 
on the work of education and to convince the wntral banks then^ 
assembled of what has to be done if the problem is to be adequately 
dealt with. 

There are probably twenty thousand millions' worth of trans- 
actions carried on in Great Britain each year on a basc^ of one hiindmi 
and fifty millions of gold. That fact gives some measure of the credit 
structure the whole world uses. The central banks determine how 
much credit there is to be. They hnik in a cupboard to stH' how much 
yellow' metal they have got! They might as well look to see how 
much coal they have. Gold should be put in its projKM* place. 

Sir JosiAii Stamp: When 1 said that it wjis unnecessary to argue 
the case for the stability' of gold prices, 1 ref(‘rred only to the shortness 
of the time available to-night. 

There is a very considerable amount of information to Im' iniuie 
know'n, and the business world in imilicular refjuirc\s (*onvincing. 
I agree that the business man is particularly affecUHl by these 
matters. As to convincing the central banks, that must also be done, 
but some of them will be much more easily convinced if there is a 
decided puldic ojnnion on the matter, really demanding a solution. 
It is no good merely going to people and saying that it is a big prob- 
lem ; they will only reply, ‘What is your renu^dy ? ' We have got to 
find a reasonable remedy. 

One of the great features of price fluctuation is its dy namic effect 
upon trade cycles, and whether w'c put it high or h>w or take Bigou s 
figure of 50 per cent, as due to monetary causcis, it is the only way 
to get the issue home to people easily. T he biisinc^ss man will say 
that trade cjxles are inevitable in business. It is likes the probksm of 
a man who is continually having to go upstairs and downstairs on 
most uneven steps carrjdng a tray. Mr. Hawtrey has suggested 
making the steps level, but the man would still be going up and down. 

This meeting should be followed by consideration of the more 
specific details of the problem. We should not have to concern our- 
selves at all with these questions of the quantitjiof gold, Ac., if wo 
got to a Utopia w'here gold standards were unnecessary. 
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Selection of Comments on the Proceedings. 

Mb. W. Mxlnb-Bailey : It is evident from the discussion which 
followed Sir Josiah’s paper that the question of the need for stabilizing 
the gold price level requires to be thrashed out. It may be true, as 
Sir Josiah said, that short term fluctuations have become much leas 
pronounced, but the recent fall in wholesale prices is a sufficient 
reminder of what is still possible in this direction. Short term fluctu- 
ations where they do occur are just as disastrous as any others, if only 
because of their effect on the industrial position. Already we are 
getting once more into a situation of industrial conflict owing to the 
pressure to bring down wage levels, although retail prices have fallen 
very little. 

I think it is important to emphasize, as Sir Josiah and others have 
done, that the ratio fixed by legislation at present in force is a purely 
conventional one, and that there is a great need of education to 
persuade people that a lower ratio produces no element of weakness. 

1 think some further attention ought to be given to the point made 
by Sir Basil Blackett regarding the education of Indian opinion. 
It certainly seems to me that the drain of gold for non-monetary 
purposes into India will become a more serious factor as time goes 
on, and some thought ought to be given to the question whether 
this armual drain is inevitable. 

A most important point, which I take it is to be considered in 
detail at a later stage, is that raised by Sir Henry Strakosch in his 
last paragraph, where he says that the most hopeful avenue of inquiry 
is to see whether the quantity of available monetary gold can be 
made to supjxjrt an increasing structure of credit. It appears to me 
that this is the fundamental problem that we have to solve. 

Mr. Kisch, referring to the United Statc.s Hearings on Stabilization 
in 1928, mentioned the scepticism of the Federal Reserve authorities 
as to the possibility of stabilization. 1 notice that Mr. Kisch, in his 
book on central banks,^ states categorically that the Federal Reserve 
Board did in fact stabilize prices fairly successfully, and of course 
the same thing has been said by many other people. I think it would 
be worth while trying to get some definite agreement on this point. 
One quite understands that the American authorities do not wish 
to advertise the fact, if it is a fact, to the American business commu- 
nity, but we ought to have some clear idea in our minds as to whether 

' Kisch aud Elkin, Central Banks; a study of the constitutions of Banks of 
Issue with an andlytis of representative Charters. 1928. [Rev. ed. 1930.] 
(London: Macmillan.) 
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they did in fact pursue a deliberate policy aiming at the stabilization 
of the price level, and if so what were the causes that Itnl to the 
breakdown of this policy. 

Mb. J. H. Penson : Sir Josiah Stamp's four lines of ^ipproach seem 
to cover the ground adequately. The suggestion — which apj>ear8 to 
be made — that hoarding in backwani countries could Ik? countc^r- 
acted by action on the part of an international bank, is attractive, 
but requires further elucidation. What surplus gt^ld, for instance, 
could the international bank usefully employ? If * normal require- 
ments' are already provided for in the other countries of the 
world, there is no imme<liate need for fre.sh crtnlit from the intc?r- 
national bank ; if, on the other hand, there is a shortage, there? is no 
real ‘surplus’ for the international bank to use as the basis of its 
credit. 

True, the international bank might i.ssue a larger volume of credit 
against its gold than an individual central bank ; but it then becomes 
only a special case of ‘superstructure', to be dealt with under the 
third suggested line of approach. Is it suggested that at pnvsent notes 
could be issued in EuroiH> or America against, gold hoarded in India, 
or even against that hoarded by the central banks of certain Kuro}x?an 
countries ? The difficulty would be that tlu^ gold could not be got 
at if it were w’anted for any reason. 

Gold is required uiuler present conditions not nu^rely for ]>.sycho- 
logical purposes, but also for scuttling the balanc;o of international 
indebtedness. The question of what proportion is rfHjiiired for this 
purpose in difTerent countries to-day will need to be pursued as 
part of our investigations under the third line of approach. It 
depends, among other things, on the exUmt to which the jiarticular 
nation engages in international trade, on the v\Umt to whic:h it 
is itself an international financial centre, and on how rapidly its 
currency system can be adjusUnl under the direction of its c.entral 
bank. 

If all the important financial countries of the world poeded thenr 
gold resources, they would require less for the j)urj)ose of meeting 
international demands, but gold payments might still have to be 
made as between these countries and those not j»articipating in the? 
pool. One factor governing the proportion which such an international 
bank would have to keep would be the s|K‘ed with which credit 
adjustments could be made in the particif)ating countries as soon 
as a serious los.s of gold on the part of the international bank was 
threatened. 
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Mb. G. D. Rokbubo: I hope that the investigation will illumine 
amongst other things the deficiencies in the statistical equipment 
of this country and (since private enterprise cannot be relied on to 
fill the gap) the need for the establishment at the taxpayers’ expense 
of a National Bureau of Economic Research. 1 should like to see 
a recommendation from this group to this effect. 

Mr. J. R. Bellebby : The most pregnant remark of the discussion 
seems to me to be the final one contained in Sir Josiah Stamp’s 
opening speeeh: ‘What are the prospects of a variable currency 
internally controlled by price levels and linked to gold for inter- 
national trade 1 ’ 

In the attempt to control the movement of the general level of 
prices, there are two main factors to consider: (i) an adequate gold 
basis for credit ; and (ii) the control of the credit itself. 

The first meeting of the group confined itself to the first of these, 
thereby considering half the problem. Probably this is for the im- 
mediate present the less important half. During the last ten j'^ears 
of deflation the gold basis has been of no significance whatever, the 
deflation having been due solely to high discount rates. Gold has 
been in ample supply throughout. In the future, the gold basis will 
only achieve significance if there is a tendency for the world supply of 
gold to become inadequate. 

The factor which is of importance now is the direct control of 
credit through discount rates. In the exercise of this control no 
country is independent except the United States, which secures 
independence through its dominion over all others. Hence the 
problems involved are again international. 

Following Sir Josiah Stamp’s opening suggestion, would not a 
suitable problem for examination be : Is it possible to evolve a national 
monetary system which would enable Great Britain (a) to collaborate 
with other countries in so far as the policies of other countries tended 
towards stability of the price level, and {b) to emancipate itself from 
control by other countries when their policies ran contrary to the 
maintenance of stability of the price level ? 

Mb. a. W. Kiddy: While fully recognizing the importance of 
co-operation between central banks making for certain economies 
in the use of gold, can the subject be regarded altogether from an 
international standpoint ? Of course, such a standpoint makes the 
study more comprehensive and complete, but is it practicable and 
is it even advisable from the standpoint of our own country ? 
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Although Sir Josiah Stamp refrained from sj^eaking at length u[K>n, 
or emphasizing, the question of price levels, there was running through 
his speech and through the remarks of most of the other speakers 
a general acceptance of the almost universally recognized idea to-day, 
that stability of price levels all over the w’orld sliould In* rt*gar<le<l 
as a kind of first essential. But while nvognizing the inconvenience 
and actual disadvantages which have arisen from excessive fluctu- 
ations in prices, I cannot help thinking that if i>ne of the primary 
merits of the international functions of gold is to maintain anything 
like a dead level of prices over the various countries, we shall 
contending with natural forces and impulses which slundil not Ik» 
suppressed. 

I make the suggestion as to whether in the ca.sc this country 
in particular, with its leeway to make up in the matter of ex|Hirts 
and with high tariffs to face in the Ihiited States and (^ls<‘wlu‘re, it 
may not be necessary for the exertion of such an amount of individual 
effort, efficiency and general organization as to make our priest* levt*! - 
or at all events our cost of production — rnatcTially lower than that 
of other countries, so that we shall retrieve our position and in so 
doing even make a consequent and ultimate contribution to the 
general equilibrium of international traxle and therefore of the 
exchanges. I may be wrong in propounding this theory, but if I am 
right then 1 think W'c have to accept, not only as inevital>hs luit even 
as desirable, free play in the matter of price fluctuations which, 
ultimately, should make for natural equililirium as cornpan^i with 
artificial equilibrium as the result of international (central banking 
control. 

The after-consequenc<^s of the War have, no doubt, made* necessary 
a great many temporary schemes for tiding over difiicult situations 
and for strengthening the general international credit structure, but 
I think there is some danger of these almormal conditions iKung 
allowed to affect too greatly our }K>licy in d(‘termining future ix*r- 
manent organizations. 

I am not, however, unmindful of what 1 imagine* to bt^ thci cetntral 
thought of Sir Josiah Stamp and others with regard to the general 
question of the international functions of gold, namely, that we may 
be called upon to combat the general deflationary effect of a supply 
of gold insufficient to match the growth in the general sufK?rstructunj 
of credit, and that in this deflationary i>rocess our own country 
would suffer. 


c 
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HOW DO WE WANT GOLD TO BEHAVE? 

By DENNIS H. ROBERTSON 
Mk. J. M. Keynes, c.b., in the Chair 

The Chairman, Mr. J. M. Keynes: It is necessary for the purpose of 
this investigation to discuss the subject of ‘How do we want Gold to 
behave ? ’ It is, nevertheless, a subject the discussion of which causes 
me some alarm, because it is almost inevitable that the discussion 
will reveal the existence of many camps. 

I should like to impress upon those present my conviction that the 
disagreements in matters of detail which will certainly appear might 
not be of great importance w'hen viewed in relation to the wider 
aspects of the subject. For instance, I hope you will be in general 
agreement with the following propositions ; 

(а) We want some policy as regards price levels, aimed at some sort 

of stability. 

(б) We cannot discuss the relative merits of various })olicies until 

we are clear as to what kind of stability we are aiming at. 

(c) Nevertheless, it may not make a very great deal of practical 
difference upon what particular brand of stability our first 
preference rests. 

Mr. D. H. Robertson : The purpose of this group is to find methods 
to make gold behave itself as a basis of international money. At the 
inaugural meeting of the group Sir Josiah Stamp suggested that there 
were four possible channels of investigation, any or all of wdiich might 
lead to the heart of this subject. But he also made the preliminary 
observation that he was taking it for granted that the desirability 
of a stable price level was agreed. This premiss was questioned by 
Sir Otto Niemeyer, -who suggested that it might be advantageous if, 
as a preliminary measure, the group examined the case for stability 
and endeavoured to discover exactly what w'c meant by that ex- 
pression. 

The remarks I shall make this evening are a response to the sugges- 
tion of Sir Otto. I do not claim that they would have been very 
original, even had they been composed before Mr. Hawtrey’s recent 
paper.^ Nevertheless, in an investigation of this nature it is worth 

* ‘Money and Index Numbers.’ Article in Journal of the Boyal Statistical 
Society, 1930, Vol. xciii. Part 1, pp. 64-103. 



10 


HOW DO WE WANT GOLD TO BEHAVE ? 

setting down certain familiar points before we embark on a journey 
into uncharted regions. 

I will now make a preliminary proposition which 1 hope will secure 
general agreement, and that is that wo do not want gold to behave in 
such a w'ay as to restore the value of money (whatever exactly we 
mean by that) to the pre-War level. It is im{x>rtant that we should 
agree on that point, and on the danger of its hapfiening, for there are 
still in existence some Old Gold Men, if I may so term them without 
disrespect, who argue that things worked fairly well in the nineteenth 
century, when new sources of gold production came* to light at suit- 
able moments, and that |K)ssibly this et'onomic foresight on the part 
of Providence might be exjH*ctiMl to contiiiue in future. 

These arguments in favour of a policy of laisMcz faire might or 
might not be sound if we were starting from equilibrium, but it is 
doubtful if we are starting from that state of affairs. An amount of 
monetary gold 20 to 40 |H*r cent, greater than in llMIl is supporting 
a price and income level say 50 fH*r cent, higher, in spite of a con- 
siderable growth of j>opulation and of pro<iiietion. 'I'his eould not 
have hap[XMied exce|)t by the use of certain t‘XptMlit»nts forci'd Ufion us 
by the War, exfx'dients such as the abaindonrnent of gold as a medium 
of circulation, the use of gold exchange practices and similar devices. 

These reforms wen* haiU»d with delight on the assumption that th€*y 
had come to stay, but can we be sun* of this t ('our)t Volpi, tin* 
Italian Minister of Finance, has tmule no secret of his intention that 
for Italy the (‘xchange standard should be temporary. And dews 
France, for instance, perhaps intend to reston* a gold circulation ? In 
short, if theses changes which were nuule undi*r the i>re.ssiire <»f war 
conditions are lial)le to Ik* n*v<*rs(Kl we shall b(* back to pre-W'ar [>ri<K»s. 

But mo.st fK*<»ple will go further and hold that in any ease it would 
be desirable now* to plan for the future. In such a case if we w(*re frix* 
to choose what .should be our view* alxuat tlu* Jong |K*rif)d value of 
money ? I tru.st that iny fc^llow^ members of this grou]), whose* interests 
lie rather in the nature of practical liusines.*^ prol>l(uns than the theory 
of economics, w ill not think that 1 am being too ‘ profcs.sorial ' if 1 sug- 
gest that the best way to approjwdi this prolilem is to make certain 
assumptions and to split up the problem and attack it jneccuneal. 

Let us assume in the first in.stance — 

1. That we are living in a clrj.scd system in which we do not have to 

pay any attention to international tra.de, and 

2. That our productive efficiency rcmiains constant, that is te say, 

the total of our production will only grow irfproportion to the? 

increase of our population. 
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In these conditions what should we desire the price level to do ? The 
common sense answer is that we should desire to keep stable the level 
of prices of those things on which income is spent (and I here add 
that I agree with Mr. Hawtrey when he suggests that the word 
* things' which I have just used should include new capital goods). 
Such stabilization would imply also stability of wholesale prices, since 
there would be no cause for any relative alteration in the levels. But 
note also that it does not imply stability of the prices of individual 
commodities and groups of commodities, nor even of the main groups 
of consumption and investment goods: for the price of the latter 
would naturally rise if the rate of interest fell, until the distribution of 
productive jKiwer readjusted itself. 

One may introduce four arguments for this conclusion that we 
should want to keep stable the level of prices. Three of these arguments 
are familiar and one is less familiar. In the first place, stability of 
the price level prevents injustice as between debtor and creditor ; the 
former pays and the latter gets the same amount in real goods as he 
intended, which would not be so if the price level varied either way. 
Secondly, it prevents injustice between those with sticky and those 
with fluid incomes. Thirdly, it insures producers against risks of 
loss other than those which are normally inherent in their businesses. 
Fourthly, on the assumiitions made, the stable price level would 
enable the banking system to do its job by converting into real capital 
goods just so much and no more saving as is entrusted to it by the 
public. If the price level is allowed to rise, forced saving is inflicted on 
the public for the benefit of the industrialists. If it is allowed to fall, 
savings which the public intended to make will go to waste in the 
form of lower prices, A fall in prices will be a sign that the banks are 
not expanding fast enough, so that those who wished to exercise thrift 
by leaving their moiu^y unused are not in fact being called on to do so, 
but thanks to the fall in prices are consuming just as much as ever. 

Is there no plausible alternative ? Yes, to let j)rices rise graciually, 
not enough to cause confusion or scandal, but just enough always to 
be stealing a few savings for the business man through the realized 
rise in prices, and to be giving him an incentive to use them through 
the prosjH^ctive further rise. This argument is thought to he reinforced 
by some people if among the creditors robbed are holders of govern- 
ment debt as well as of industrial debts. It might be the least bad 
thing to do if there w^as a reason to think either (a) that the normal 
incentive to enterprise under capitalism had become exhausted, or 
(6) that while tlte incentive to business men was adequate, the 
resources being put at their disposal were inadequate. With the 
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present scale of saving there is no reason to suspect that business men 
are not being given adequate resources, but it might iHH'ome true if a 
sudden burst of technical invention made a great burst of new invest- 
ment tremendously worth while from a s(x*ial {KMiit of view. 

It is difficult on my second assumption, which I will n'lnind you is 
that productive efficiency itmiains constant and that the total pro- 
duction only grows in proportion to the {K)pulation, to make oiitacasc^ 
for falling prices, which must both inequitable and disc^ouraging. 
But the whole case is altered if this swond assumption is rtunovod. 
In this case the prima facie view is that the price level should fall jxiri 
passu with the increase of pnxluctivity |H'r head. Thert' is a gniwing 
recognition of this truth amongst advocates of stabilization, although 
it w«is quite ignortnl a few years ago. 1 venture to suggest that both 
Profcvssor Pigou and Mr. Hawtn\v have recently become converts ti> 
this fx>int of view. 

In brief, the case for slowly falling prices is as follows: 

First, equity: then' is not much doubt that the salary earner, even 
th** extra-industrial salary earner, should In^nelit from an inennux^ 
in prcKluction, and he will most eiusily do so if prices an* allowed to 
fall. Opinions may differ as to whether the ‘rentier* should iHmelit 
from such a fall of prices. On the whole I consider he should. Even 
the government creditor should, for he has played his part in creating 
the environnuMit which has made technical progn*ss |M)ssibie. People 
with lixt*d incomes are probably being harried quite enough by din^ct 
taxation. 

St'condly, a falling |>rice level enables one to av(>id friction in iK’^ne- 
fiting those wh<i should adrnitUxlIy Iw* benefit(>d, i.e. thc^ wage-earnerH. 

Thirdly, then* is a f»reservatif»n of e(|uilibrium betw«H‘n voluntary 
saving and investment. It is true that if prices fall, the real value of 
balances ris<*s. but that is a men* automatic reflection of llu^ increiUM^ 
in pnaluctivity. It dfK*s not mean that atUrrnpts to save have in- 
creastHl. If you then inflate cnnlit to keep prictes stable you an^ 
inflicting enforced saving, not transforming voluntary saving into 
industrial ca])ital. 'riiere is all the difference in the world from this 
{K)int of view lx‘tw'tx*n an increase of crtnlit in pro|Mjrtion to |K>pula- 
tion, and an increasi^ in pro|>ortion to prisluction. 

Fourthly, there is the effect of a falling price level on i>rcKluctivity. 
It is clear that the producer is not damaged or discouraged — his costs 
per unit of product are rediiccxl jMri jkishu w'ith his receipts ficir unit 
of product. It sec*m.s, how'ever, at first sight that the trader is jien- 
alized. If he buys wholesale gcxids for £80, spenchi £20 on handling, 
expecting to sell them at £100, and then has ti> sell them at £80, he 
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has suffered a capital loss even if he could replace his goods at £64. 
Nor, I think, is Mr. Hawtrey’s answer, that the loss is past and over 
and will not affect his future actions, a very valid answ'er if the policy 
is a set, and therefore a w'ell-known, one, since further increases in 
productivity with corresponding falls in prices w'ould be expected. 

I suggest, however, that there are two other considerations which 
require thought. Firstly, we must assume a normal and irreducible 
period for holding goods in stock, so that the flow of goods to con- 
sumers cannot l>e increased, nor, therefore, retail prices fall, until it is 
over; i.e. if a given improvement in productive efficiency occurs, 
producers’ prices to dealers w'ill fall in (say) Januarj-, but dealers’ 
prices to the public cannot fall until July. Thus the dealer will not be 
buying at one price level and selling at another, unless he is holding 
abnormally large (and therefore abnormally old) stocks. This policy 
will encourage cutting stocks to the technical minimum, but will not 
oat into the capital of a dealer who holds such minimum stocks. 

Secondly, it apjx^ars that we must not expect the technique of deal- 
ing efficiency to increase at the same rate as the technique of produc- 
tive efficiency, which means that njore capital and labour will have to 
be absorlKsd into the business of dealing, so that, the total output of 
the country will not increase as fast as the output of a given complex 
of capital, enterprise?, and labour engaged in production. lietail prices 
must fall in projwrtion to the increase in total output, while whole- 
sale prices will fall in proportion to the output of a given productive 
complex ; i.e. the sjiread between them must increase to afford dealers 
a normal income. It will not be equitable, as app(?ars at first sight, 
that producers’ incomes in terms of goods shall increase in full pro- 
portion to the increa.se in their technical efficiency. 

I will now turn to the consideration of some of the practical difficul- 
ties of carrying out the fadicy of stabilizing the price of productive 
power. Firstly, you cannot in the long run equate all other produc- 
tive services with labour. 1 feel that Mr. Hawtrey is too optimistic on 
this subject. Secondly, actual wages are very sticky, so you cannot 
just wait until these move before doing anything, as you can with a 
price index — ^_vou might wait for ever. Thirdly, you caiuiot, to adapt 
a suggestion made by Professor Bradford of ].chigh L^niversity^, 
just vary the volume of credit in accordance with the anticipated 
volume of production correct(?d for the population, since you cannot 
afford to neglect changes in velocity of circulation. The trouble about 
a period of increasing productivity is that the desire to sjiend, not 

* liradford : The Stable Mmiey Queetion . (In Quarterly Journal of Economics, 
Auk, 
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only on particular things, but on things in general, is constantly 
becoming temporarily saturated, so that people let balances lie idle, 
and you may have to create credit out of all proportion to the increase 
in productivity in ortler to make prices fall only in pmportion to the 
increase in productivity. Fourthly, faute de micvx, you can try Ui 
stabilize the retail price level which, on the assumption that dealing 
efficiency does not increase, will show a elost>r approach to the price of 
labour. (It will not do so, as often staUnl. mert'ly beeaus<' retail prices 
‘contain a larger element of jH^rsonal services' ; if those sj'rvices have 
become more efficient t he cost jM*r unit of handling will have (h>cre«»8ed 
jxiri passu wdth the wholesale price.) Fifthly, you can take Mr. Haw- 
trey’s emasculated wholesale numlwr — which, however, stnuus likely 
to be shorn of all the most im|Kirtant and inter<*sting comnuKiitiea in 
a period of general progmss! Si.xthly, you <'an take either tin* whole- 
.sale or the retail number, and not .stabilize it but let it fall by some 
percentage arrived at by corrt>eting an index of production by an 
index of population. This .seems to be tlu* lH*st. 

I must emphasize again that a jieriod of increasing |»nKluetivity 
will, whatever you do, be full of difliculties owing to the general 
temporary gluttableness of known wants, ami the still more (ibvious 
particular gluttableness of indivitlual wants. {The Kamomist of 
30th November, 1020, told m<' in thrcK* successive paragraphs that 
there was too much tin in the world, too much t<ui. and too much oil ; 
and of course 1 knew alrtnidy that tber<‘ was too much coal, t(K» much 
rubber, and too many ships!) 

In conclusion, 1 would draw your attention to the elosj^ connexion 
between the gold problem and the question of whether to stabilize 
prices or productive ijower. If we only get £2.'> millions of new mono 
tary gold a year, that is more than 1 i>er C!cnt.~H-nougb to kwp pm-e 
with population— whereas, if Cassel is right in suggesting that prtaluc- 
tion increases at the rate of 3 |K*r cent, a yc^ar, we should want 
£70 millions to keep pace with j)roducti<m. 

I will now return to my original assumptions and nuiiind you that 
they were tw’o in number. Firstly, that we livc'd in a closed system, 
and secondly, that productivity remained constant per unit of popula- 
tion. I have removed the second of these assumptions, and 1 will now 
remove the first, and it remains to he sien what mtKlification of our 
aim is necessary when we approach the fact that we aro. living in an 
international world. It is regrettable that tbis factor mkls U, the 
difficulties of an already complicated subject, for it is difficult 
to find even a wholesale number which will fit ftll countries. he 
American and British figures, using lhl3 as a has.,, were fiigether in 
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1925, but in November, 1929, the American figure was 146 and the 
British was 134. Professor Bowley, in a gallant attempt to deal with 
this position,^ has endeavoured to work out a figure, based on identical 
articles, but unfortunately by using his basis of calculation the 
American figure becomes something like 147, whilst that of England 
is 129; and if it is difficult to find a wholesale figure applicable to all 
countries, it is still more difficult to find a price level of income goods 
appropriate to all countries owing to the differences in the cost of 
services, alterations in terms of trade, &c., and in this respect the 
difficulty becomes even worse if we aim at stabilizing the price of 
productive power. For example, if we let prices fall in proportion to 
the increase of productivity in America, we shall be producing a de- 
pressing effect in England. I see no way out of this dilemma. It is part 
of the price we have to pay for intcniationalism. 1 can only end up 
on a note of strained optimism by suggesting that it would be better 
to stabilize something than to stabilize nothing, it would be better to 
stabilize an international wholesale level than none at all, and I add 
my ])ersonal view that it would l>e lietter still to let it fall by perhaps 
as much as 3 per cent, per annum. 

Dincuasiim. 

l^ROFKSSOK T. E. Greooky : 1 do not think we have hiul an answer 
to the question which I understood we were here to discuss. 1 thought 
it was ‘ How do we want Gold to liehave ? ’ What we have really been 
told is ' How prices are to l)ehave’. On that particular point I am in 
entire agrwunent with the sjxsaker, and J am not one of tho.se who 
have changed their views in regard to the proptir behaviour of prices 
<luring the last twelve months. 1 mendy want to confine myself to 
one particular jioint in Mr. Rolwrtson’s very interesting remarks. 

It is with regard to the position of the merchant class, on the 
assumption that you are likely to have a falling price level. I felt 
myself quiti' unable to follow his own very subtle analysis. I suggest 
that the problem — assuming, for instance, that prices fall by 3 j)er cent, 
per annum — is solved through the fact that if other entrepreneurs do 
not suffer whilst the merchant class does, the adjustment between 
merchants’ profits and other people's profits under those conditions 
will come about quite simply by the fact that the trading class will 
bo relatively diminished, a numlier of them will fall out of the profes- 
sion, and the rate of remuneration per head will rise. Personally, 1 do 

’ Bowley and Sini|h: Comparative Price Index X umbers for Eleven Prineiped 
Countries, (Loudon and Cambridge Economic Service, S{)ecial Memorandum 
No. *24, July 1927.) 
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not believe that this is such a serious point as jierhaps Mr. Hawtrey 
and Mr. Robertson have made of it. 

May I try, without entering into details with regard to gold proiliic- 
tion, to hint at what might be the answer to the question? What we 
want is this : we want a gold supply which is not so large that all the 
assets of the central banks will l>e 1(K) per cent, gold : we do not want 
a gold supply so small that the central banks will Ik* driven into a 
panic on account of declining gold reserves. We want the supply of 
gold to behave in such a way that we can rationally treat the problem 
of currency — whether the appropriate incrc*asc* of supply l)e 3, 2, or 
1 per cent, is another point. But it seems to me that the problem of 
managing the currency and price level in a rational w'ay dejH'iids on 
the supply of gold in the next half-eentur\'. 1'hc*y are very elastic 
limits — if the supply of gold is not going to be so small t hat the central 
banks behave as in 1929, or if the supply of gold is not so large that 
central banks will be forced to kiH'p a resc*rve of 100 j>or cent. If the 
.supply of gold lies within tho.se limits, I think we can retain a gold 
standard and yet allow siu‘h {>rice |K»licy as we desire to see develofHMl. 

Dr. Sprague: As I shall certainly not Ihi here at the next few 
meetings, 1 presume the Chairman will allow^ me soim* fn*edom in 
w'hat I may say. 

There are really two questions : ‘ How' do wc^ want gold to la*have ? ' 
and ‘Can we make it behave in th<‘ way w'(^ wish it to <lo ' ‘ 

I think that we can answer both these* questions, and that the 
answer to the second is in the aflirmative, if wt* do not ask too nuHdi 
of gold. If we are prepared to accept considerable tluctuations in 
prices, both in an upward and downward dirts^tion, then I am 
di.sjK>sed to think that it is possible to wMJiin*, under thi^ gold 
standards, fairly .satisfactory r(\sults. It is for this n*a.son that I am 
not particularly interesUd in the refinements of inde.v numlM*rs. 1 am 
disposed to think that a change of, say , no more than five {KMiits in any 
index numlx*r has no particular significaiM c : that such a change may 
be due to any one of a score of different, or a combination of one or 
more different, cau.ses. It is only the extreme [H^isistent changes that 
are, presumably, to be attributed in large measure to gold. I concur 
with Mr. Robertson’s vicw% at lca.st to the exttmt of saying that a 
downward movement of prices— if it is accoiniiaiiied or prc?ced(*d by 
an increase in the output of gcxsls— is probably more endurable and 
less disturbing than a downward movement in the absence of such 
improvements in production. It ought, I think, UMm fKj.Hsible through 
analysis to reach a fairly definite conclusion as to whethf*r sc.arcity of 
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gold is a principal cause of a downward movement of prices; and 
whether a superabundance of gold is occasioning a considerable, and 
presumably undesirable, upward movement of prices. If the down- 
ward movement of prices is in large part due to a scarcity of gold, it 
will in general be accompanied by high lending rates on the part of 
the banks — a necessity on the part of the banks either of contracting 
credit, or allowing it to expand only very slightly. I do not think we 
can determine the res{K>n.sibility of gold in the case of a short-time 
change in prices. For example: the recent decline in prices in the 
United States would 8CH;m to me to be independent of the supply of 
gold, being due to certain repercussions following the decline in the 
•Stock Market in Octolier, 1929. Almost any considerable economic 
readjustments w'ill be preceded and accompanied by a downward 
movement of prices, and that will be true, I believe, reganlless of 
whether the supply of gold is more or a little less abundant. 

The problem of gold, as 1 look at it, has to do primarily with the 
determination of suitable arrangements to render the world, in con- 
.siderablc measure, immune from the consequences of either a decided 
increase, or some decline, in the production of gold in the next twenty 
years — and it is hardly worth while to bother oneself with a more 
distant date than that. 

It would be perfectly jKwsible to mtict the situation that may 
develop in the course of the next twenty years, if the production of 
gold gradually declines to not more than £50 millions sterling per 
year. That can lx« readily accomplished, if legislation is changed 
throughout the world which will permit the banks to expand credit 
on the basis of a lower reserve ratio than is at present required in 
nearly all countries. 

There is no particular reason for 40 per cent, or 35 per cent, reserve 
tigainst issues of bank notes or deposit balances at central banks. 
What eac-h country needs is an amount of gold available to meet 
certain conditions that arise in the course of international trade. 
From time to time it w'ill become necessary — now in one and now in 
another coimtry — that certain readjustments be made. If the course 
of exchange runs against the countrj’, and it takes the necessary 
measures to increase the cost of credit and perhaps reduce the 
quantity, it will not require very much gold to bring about the 
adjustment. For, after all, what gold movements do is not so much to 
settle the payments, as to set in motion certain forces calculated to 
restore the balance in financial relationships between the countries 
losing the gold and other countries. 

Tf^e the United States at the present time. Some people have 
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calculated the aggregate amount of gold in the United States against 
the deposit liabilities of our banks, and have pointed out with some 
fear and trembling that that ratio is now not more than r»i jier cent., 
whereas it formerly was 7 1 per cent. That is a matter of no con- 
sequence. The important thing in the American banking sv-stem, or 
any other, is, what is the nature of the other or per cent, of the 
assets. The strength of a banking system is not to l»e nieosuretl by 
a little more or a little less gold. 

Now, unfortunately, the resc'rve ratio fetish has htnuj extended 
almost throughout the world since the War. We have always hiul 
that requirement in the United States, though we have retliKHxl it 
somewhat in recent years : but in other countries it has Imhmi, for tin* 
first time, established in law since 1W24; »ind that means that the 
entire amount of restive which is requiritl by law is a »lead asset, 
unavailable for use at all except to the miimr cxb>nt that crcnlit is 
contracted. We shall never Im* able to deal with gold in a sj^t isfactory 
fashion until we get away from legislative n‘s<?rve re(|uirements im 
posed uptMi central banks, and until th<* publi(! comes to realizir that 
gold is something to be used as a means of influencing the economic, 
and financial ndationships of each (H»untr>’, so Jis to maintain its 
equilibrium with the rest of the world. 

Dr. W. H. Coate.s: I am not sure that Professor Gregory imwle a 
fair statement when la^ said that Mr. RolH>rt.sf)n did not deal with his 
question. It seems to me that we only want gold to ladiave in ndatioii 
to prices ; we should not mind what gold di<l if we had iu)t got a gold 
standard. 

Now I am inclined t<» take issue with Mr. Robtsrtson wlien he 
suggests that falling prices in consequeiuic of incndising j)r(Kluctivity 
are not to Ik* deprecaU'd. 

He dealt with the various persons who shan* in the pnaluctivity. 
1 am concerned at the moment with his tixsatmcnt of the manu- 
facturer. He said that the manufacturer masl not worried, liecausc* 
as his prices fell so would his co.sts, and therefon* he would Ik* all right. 
When one went down, so would th<* other, and the dilTerc*nce w«>uld 
tend, I gather, to be constant. But he ha<l aln*ady told us in <lealing 
with the first item in his income classes, viz., salaries, that he thought 
salaried persons were entitled to the benefits that woiikl flow from this 
fall in prices, because they would get a slightly higher real it* munera- 
tion. Well, that meant that one particular cost of the manufacturer 
— because the manufacturer dotw jiay salaries— ttiat part icular cost 
would remain constant. 
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Mr. Robertson : Not the cost per unit of product ; if output is 
increasing, then the salary cost per unit would be falling. 

Dr. Coates; 1 do not think they would tend to move together. 
This point would of greater importance when dealing with wages. 

Mr. Robertson : 1 should think that is what is meant by produc- 
tivity increasing. 

Dr. Coates : I do not think that is necessarily so. The main fioint 
I wish to make is that Mr. Robertson did not take into account the 
psychological effect of the falling price on the manufacturer. As 
Professor Pigou has taught us, psychology is of great importance. It 
affects the general attitude of the manufacturer and the entrepreneur 
towards the development of his business. 

Every time that a price level moves downward because of increas- 
ing i)rod activity, a tendency makes itself felt to set up some organiza- 
tion which shall defeat that movement. When we had the very large 
cotton crop two or three years ago, we immediately had the American 
banking system flying to the assistance of those whose remunerations 
were threatened by the downward movement in price in order to help 
the growers to arrange what is always described as orderly marketing. 
We have recently seen a similar kind of phenomenon in regard to 
wheat in Canada. To-day, I understand that there are large quanti- 
ties of wheat held there by the a.ssistance of the banks in order that 
the Canadian grower shall not assist in a movement towards lower 
prices. We have to take account of those forces, and of the fact that 
they arc tending to increase and not to diminish. I'hey have had con- 
siderable influence upon Canada's position at the present moment in 
relation to the gold standard itself. Both the entrepreneur and the 
manufacturer — to return to the psychological point for a moment — 
are influenced by falling prices. Each is influenced in this way. The 
tempo of his activities tends to diminish. When you see prices falling, 
and you are considering a capital extension of any magnitude, you are 
inclined to say to yourself ; ‘Well, if 1 undertake this at the present 
moment it will cost me so much ; if I postpone it for three, six, or 
twelve months, I may be able to carry it out at a considerably lower 
cost.’ That tendency will run throughout the w'hole of your entre- 
preneur’s activities and, in ray view, it will tend so to slow^ dow'ii the 
tempo as to produce, not necessarily a state of depn*ssion, but a state 
of activity which fs smaller than w'ould be the case if the price level 
were kept pretty stable. Certainly you will have a degree of activity 
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which is much less than that which would exist if the price level were 
slowly rising. Instead of being tempUnl, as he is with a falling price 
level, to wait a little, w’hen the entrepreneur sc'es the price level rising 
slowly, he says: ‘I had lK*tter hurry up in case it casts me more.' 

I have only one further observation to make, and that is in n^spei’t 
of Dr. Sprague's obstTvation that a movement of live fK>ints in the 
price level w’as not, in his opinion, of gnnvt account. Of course, I do 
not know the base to which he relatetl that five. 

Dr. Sprague : There may not be any particular caiisi* for the 5 |K*r 
cent, change ; there may be many causes other than monetary. 

Dr. Coates: You have to rememln'r again that |)rofits — tht* main 
spring of the entrepnmeur, the basis of his p.sychoIogical aititiKk'^ — 
are a residual item. Profit is the remuneration for risk bearing. Whih* 
a movement of 5 j)er cent., or five points, whatever th<‘ ba.st* may be, 
may be deemed insignificant in relation t lu‘ total price, a movement, 
when you relate it to the residual item of profits, may be very signi 
ficant indeed. 

Mr. K. F. Haurod: Th(‘ point J have to make — if I may <^arry on 
wIuTe Mr. Robertson left off - is about th(‘ international tpiestion, 
about the difficulty which arises from t he fact that dilTt‘n*nt count rh^s 
are progre.ssing in productive efficiency at different ratt^s. If you 
decide to have stable wages you get different results for ilifTcnrit 
countries. Stable wages would involve w hole.sale jirict's falling more 
quickly' in more progressive countries. Ihit wholcsah* pri<*es must 
behav'e in the same wav evcrvw here. (V>ns<»(jucntly cv(r*y <*(mntry 
cannot have stable wages, 'riie average^ of world wagevs <‘oul<l. how- 
ever, be kept stable. 

Now it seems to me that the pro|K-r criterion of p(»li(y is the cdfect 
w'hich the monetary' svstein has on industry'. If industry is stimulated 
to go forwrird at a pace w hich cannot he maintained, vou are boun<l t-o 
hav'c jieriodic industrial crises and <h’pr(*ssions. If <‘ach country could 
govern its monetary’ pcdicy independtntly, it w'ouhl try or should 
trv — to adopt a policy’ w'hich <lid iK)t result in its imlustrv going hii- 
W'ard at a pace that coukl not be maintainc^d. Now' suppose that the 
policy which keeps industry at it.s projKT pace in a enuntry such as 
ours, where productivity is incrc^asing slow’ly, is one of stable whc>le- 
sale prices. That same policy might, in a more progre^ssive country like 
America, w'here costs are falling more rapidly, prodtic;e an inflationary 
effect in industry. The same policy is not likely to suit all of a numV>er 
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of countries in which real productivity is advancing at different 
rates. 

I should like to add that you have this very serious problem. That 
country can have its way which is most deflationary or least inflationary 
in its policy. A country can always be deflationary if the rest of the 
world does not want to be. It can allow its reserves to accumulate — ^to 
60 or 80 per cent. , or more. But a country cannot be inflationary on its 
own and remain on the gold standard. If each country tries to do what 
is best for its own industry, that country, which it suits to have whole- 
sale prices falling most (that is, the countr^'^ which is most prosperous, 
has the greatest activity ,and is going forward most quickly, like the 
United States) can have its way. This is only another example of the 
general maxim : ‘ To them that have shall be given.’ The country that 
is most prosperous can really dictate, in the last resort, what is to 
happen to the monetary situation : and it seems to me, therefore, that 
wo have a very grave difiiculty, however we decide to behave, as 
l)etwecn the different countries. I am not quite sure whether the 
ideal state of things would not be for each country to have its own 
independent monetary ix)licy: but that, of course, would conflict 
with the int<frnational aims which are at pre.sent before us. 

Mk. E. M. H. Lloyd; I should like to ask a question. The League 
of Nations Statistical Year Book gives a production index for food- 
stuffs and raw materials. I do not know how much importance can 
1)6 attached to the exact figure, but the average increast; over the five 
years ending in 1928 comes out to exactly 3 per cent, per annum. The 
interesting point is that foodstuffs increased only 2 per cent, per 
annum ; w’hile raw materials, mostly for industry, increased by 4| j)er 
cent. That brings me to what I want to ask. Would not this policy 
bo undesirable from the jK)int of view of agriculture ? 

If you are taking a long view, say over the next fifty years, is not the 
real problem to maintain the f<x)d supply of the world ? When talking 
of increasing pro<luctivity reference is always made to the motor-car 
industry. But agricultural productivity is not increasing as fast. 
Therefore, would not this policy of a gradual reduction in the price 
level of 3 per cent, per annum tend to have a dangerous effect on the 
future food supply of the world ? 

Mr. a. W. Flux: I have been trying to orient myself in the dis- 
cussion, and am not sure that 1 have yet succeeded. Mr. Lloyd 
referred to the figures mentioned by Mr. Ilobertson, which served as 
the basis of a large part of his consideration of what we ought to do. 
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There was a provisional h^'pothesis — I wish to emphasize that that is 
my attitude towards it — that productive activity is incn*tising faster 
than population. This is not the occasion, I understand, for going 
into the facts of that question, but I should like U) etiqihasize that it 
should be treated as a very provisional hyjK)thesis. 

The figures Mr. Lloyd has referred to are ligun's of expansion over 
a period begimiing with a state of severe dt'jiression aiul ending in a 
moderate state of economic activity : and we oiiglit n<^t to take this as 
a measure of the normal trend ; nor should wo base a |H'rmanent f>olic\' 
on the conclusion that productivity has, over the last few years, in 
creased faster than the monetary supply of gold. The ineasurx* of pro 
ductivity may itself need some cleduction, for reasons cognate to those 
which have been mentioned with reference^ to aecuinuhitions of gold. 
Similar considerations are familiar with rt'ference to accumulations 
of capital ; we are constantly being told that the nat ion is accuinulat 
ing capital at a considerable rate, ami we find, after a time, that tin* 
capital we have does not show a net increast^ which at all corn*Kponds 
with the degree of increase thus assumed, based on curn'nt c'stirnates 
of savings, without adequate allowances for depreciation and obso- 
lescence. Such considerations, however, need not prevent us from 
discussing what policy we ought to follow if it w(Te true that money 
supply does not kee|> pace with production. 

1 am reminded by much that has l>e<»n said this evening of the 
situation in w hich I found the discussion in Cambridge some forty 
years ago, wht^n I first bec^ame intt‘rc*sted in it. 'riuTC' 1 found then* 
were two schools of thought. If I may ventiire t^) <ronucct definite* 
names with those schools, there was, on the on<* side, Prof(*H.sor 
Marshall, who held that, in its psychological (*tlecf, on the* wholes a 
slowly falling average of ])rices \yas likely tc» exeniise* a irjore heralthy 
influence in the field of industry than a slow risr in prieu^s, on the 
ground that the former e-ondition was one which demandtHl from the* 
leaders of industry real vige)ur anel activity, which j)rcvcnte*d those* 
remaining as le^aders in industry w'ho did not possess a brain capacity 
W'ell above the average, e>r at least an infhistrial efliciem^v well iihove* 
the average. Steadily, even if slowly, rising priceis woulel i)e‘rmit those^ 
to remain as leaders who w'ore of no e>utstanding capacity, theiir efe- 
ficiencies in initiative, inelividuality, and vigour being com|K*nHiite?d 
for by the fact that prices were, hedping them out of the* diflie'idtie‘s 
resulting from the lack of a high orde>r of mental, or at le^asl of 
business, capacity. 

On the other hand, Professor Foxwcll hedd that the stimulus jiro- 
vided by hope, and the realization of immediate results to thosc^ who 
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happened to be in control of industry, would be likely to be effective 
in pushing industry forward, while the depression that conies from a 
fall in prices, however slow, was bound to hold back the progress of 
industry. 

I must confess that, personally, 1 feel on the whole inclined to 
sympathize with the first view, that is to say, that, for the welfare of 
the world as a whole, we shall have to Icxik to pressure upon those who 
poHSc.'ss the power of leadership to exercise their capacities to the very 
utmost, in order to save themselves from mediocrity or ruin, and that, 
on the whole, that situation is likely to be better for the world than 
the position that enables capacities not ver\- much better than the 
average to remain in control of business because of the steady stimulus 
of a rising price level. 

Those w'ho believe in the tonic effects of a struggle with the diffi- 
culties of a slow downward drift of average prices may, perhaps, be 
called optimists, and those who are partisans of a slowly rising average 
price level might have to be ranked as pessimists. If we picture to 
ourw^lves, for convenience of argument, a ranging of industrial 
leaders in line in the order of their capacities to overcome the diffi- 
culti()s, not only of organizing industrial or commercial enterprise, but 
of a struggle against falling prices, the optimists believe that there is an 
adequate supjily of ability to do the work of the world without draw- 
ing on that part of the line in which those are found who cannot 
survive unless prices are rising, w’hile the |)essimists believe that a 
reliance upon the leadership of at least some part of that section of 
the lin<^ is essential for the satisfactory maintenance of economic 
activity. 

In actual jiractice, of course, it has not been overlooked this even- 
ing that ])rices do not all move in the same direction, and that a steady 
average level of prices — in whatever sense we interpret such steadi- 
ness — is quite consistent with falling prices in some industries and 
rising prices in others, these movements Ixnng subject to change from 
time to time. In desiring a steady average, we are desiring that the 
monetary influences shall not incline the balance in such a w^ay that 
either of the two groups of industries — those with falling prices and 
those with rising prices — shall be favoured or j)enalized. 

Mr. Norman Crump: I think that fears that prices might return to 
their relationship of 1913 are unfounded. Whatever happens to prices, 
it is most unlikely that they will return to their 1913 position, though 
it is conceivable that they might sink into a worse relationship. In 
general I deprecate any attempt to relate prices to-day to their 
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position in 1913, and I think that such a course of action will only 
give rise to misconceptions. 

With reference to the point of difference that arose between 
Professor Sprague and Dr. Coates, 1 am on the whole inclimHi to side 
with the latter, simply because too mueh emphasis cannot be Iai<l 
upon the psychological aspect. In general, the first effect of a fall in 
the cost of living, and so an increase in real wages, is to make the 
worker think that at last he has a little more margin in hand after 
paying for the necessities of life. It is the hardest thing in the world 
to get him to see that he ought to accept a reduction in wages and so 
sacrifice the margin. 

On the wider question of price changes. I have one final point to 
make. It is that it is a little dangerous to discuss their causes and con- 
sequences before getting a clear idea of exactly how to ineosim^ them. 
Practical knowledge of price index numbers is of very valuable 
assistance when it comes to tlie question of determining the sig- 
nificance of any particular movement. 

Selectian of Connnentf* on the I*roceedi ngx 

Mr. J. R. Rellerbv: In regard to Mr. Robertson’s four |Kiints in 
connexion with the ca.sti for slowly falling prices * 

1. Might it not be reasonably held that equity involves a gradual 

reduction of the rentier's share «>f the national income ? 

2. A decline in the price level tciuls t<i create wide divergences in 

w'age rates, owing to ‘sheltered ’ and ‘ unsheltt'red conditions, 
and thus increases rather than «l<Hrrea.H(*s friction. 

Further, if the price level falls in projHjrtitm to the increase of 
labour efficiency, money wages, on the average, will remain 
stable. In const^quence, any incr<^ase of money wagtw secimMl 
by a strong union can only lx? .st*cured at the exiKiiise of, and 
bv forcing <lown, the money wages of other workers. 

3. It seems that there will only Ixs undue ‘enforced saving' if wages 

fail to ri.st? step by step with the increastj of efficiency. (This is 
of course not quitt^ true, as rent and fixed interest remain un- 
changed over fairly long jKTioils.) 

4. There appears to be an admissible argument that a downward 

movement of the level of prices, by increasing the pressure on 
producers, stimulates them to greater effort. For instance, it 
is said that, at present, the process of rationalization is being 
hastened as a result of the severity of the price depression, and 

* See p. 21, above. 

D 
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that the ultimate effects wUl be beneficial. This seems to 
imply, however, that, if the good effects are to be secured, 
there must at some time come an expansion of the market, 
aided by an expansion of credit and a recovery of prices. 

Probably this argument does not apply a.s fully to a situation in 
which prices fall owing to increased efficiency, but 1 think it 
has some application. 

One cannot avoid a feeling that Hamlet is missed out when there is 
no mention of the effect on employment. A fall of prices preceded by 
an increase of efficiency usually results in some degree of depression, 
affecting mainly the labour market. The first effect of an increase of 
efficiency, through rationalization, increase of hours (e.g. in coal- 
mining), or other caust^s, is to throw men out of work. 

When, as a result of the fall of prices, consumption expands, there 
is still a problem of unemployment until workers can be tran.sferred 
from industries with an inela.stic demand to those with an elastic 
demand. 

But Mr. Robertson makes a truly hair-raising suggestion when he 
proposes at the end that wholesale prices should fall 3 per cent, per 
annum. This, apparently irrespc;ctive of the rate of increase of 
efficiency. It seems safe to say that w^ere his suggestion to be put in 
effect from now onwards. Great Britain would never escape from 
depression. 

Mk. D. T. Jack ; Special importance seems to attach to the problem 
of price policy under conditions of an international gold standard 
rather than under conditions of a closed system for any one country. 
The problem also appears to be one which concerns the course of the 
world price level, and in legislating for that problem it seems to be 
impossible to avoid inequity for every country. That rather follows 
from the fact that increases in (a) population and (6) productive 
efficiency do not occur uniformly for all countries. Therefore, assum- 
ing a 3 per cent, per annum fall in world prices to be appropriate for 
countries of greatest progressive efficiency, some special check seems 
likely to be imposed upon other countries of lesser productive 
efficiency. Similarly the selection of a smaller percentage fall might 
have an inflationary effect upon countries of greatest progressive 
efficiency. And the question then arises as to whether that last result 
might not mean the stimulation of industry in the most progressive 
countries at a pace which could not be maintained, with the result 
that periodic crises and checks to production would be generated. 

Of course, just as different countries have different rates of increase 
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of efficiency, so do different industries have different rates of incrt>ast>. 
Mr. Lloyd raised the point by suggesting that agricitlture did not in- 
crease so rapidly as manufacturing industry. And taking 3 j)or cent, 
as the amiual rate of increase of efficiency appropriate to the latter, he 
that a price level which declined at that rate would have an 
adverse effect upon the agricultural industry. The answer which 
suggests itself is that under the conditions presumed the real price of 
agricultural products would rise relatively to the real price of inanu- 
facturod products, and psychological n^actions apart, such a falling 
price level might not adversely affec^t agriculture. 

The psychological jvspects of a falling price levc*! cannot, howc^ver, 
be ignored, and it might ]K*rhaps be desirable to allow tlu* world price 
level to fall ratlier less rapidly than might Ih‘ suggested by t he rate of 
increase of efficiency. There seems to be reason for tlu' view that in 
j)eriods w'hen the secular trend of prices is upwards, Ncars of pros- 
perity are more numerous than years (»f depnvssion. w hiU^ when the 
secular trend is downwards years of d<‘pre.ssion are rather more 
numerous than years of f)ros)M‘rity. h'inally it may be suggesUHl that 
further inquiry into questions of price spreads may l>e neci'ssary 
before a satisfactory answer can be given to the points raised by 
Mr. Robertson. But that is quite consistent with his (conclusion that 
‘it would be better to stabilize something than to stabilize nothing'. 

Mr. G. H. Baxter: Tliere are rimlly two main qiu'stions to be 
answered, one as to the aim, i.c*. What do wc* wish t>o achieve i ; the 
other as to the machinery, i.c*. How is it to be a(‘hi(*ve<l ? I>(*aving 
aside the second qiK^stion, of which Sir Josiah Stamp made a broad 
analysis at the ojMUiing meeting, we are pr(\sumably ail agreed that 
the answer to the first, in genera! terms, is stabilization <if (irit^c^s in 
terms of gold. 

I cannot agree with Prof(‘ssor Grc*gory, who tried to distinguish 
between the questions ‘How d(» wt^ want gold to behavi* t ’ and ‘ How 
do we want prices to behave ? ’ The tw'o questions arc really th<* satne, 
and may be put more precisely in the form, ‘How* do we W'ani the 
relation between gold and goods to bchav(‘ < ’ \\ (‘ want it to b(‘ stable. 
We W'ant the money equivalent of one ounce of gold always to pur- 
chase, subject to the nar^ow'(^st ]K).ssible fluctuations, a given (|uantity 
of goods. Here w'c have a sort of (equation: on on<^ sidci is ‘fine ounce 
of gold *,w'hich fortunately offers little ground for doubt or ambiguity. 
The principal questions w'hich ari.se, in this division of our inquiry , 
are as to the meaning to be attached to the other side of the equation ; 
there being tw’O points, which though inter-rclatcd can to a great 
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extent be considered separately, viz., what we are to mean by ‘goods’, 
and what we are to mean by 'a given quantity’. As regards the 
former it has to be considered : 

(a) which of the ‘things on which income is spent’ are to be in- 
cluded, e.g. questions as to securities, capital, goods, wages, 
entertainments, and the wholesale or retail basis for com- 
modities, and 

{b) when we have got our definition of goods, how we are to strike 
a satisfactory index which shaU be sufilciently valid in the 
most backward, most advanced, slowest, and most progres- 
sive parts of the world, and over epochs when the relative 
importance of the various kinds of goods may widely vary. 
These are questions which cannot be tackled at all except on 
the basis of very full data provided by the research of 
practical statisticians. 

Turning to the other point, as to what we are to mean by ‘ a given 
quantity’ of goods, there is, as our discussions and Mr. Hawtrey’s 
recent paper * have already indicated, a choice between two alterna- 
tives, with of course the third possibility, which I doubt if any one 
would advocate, of some kind of compromise^ between them. The 
first is that the money equivalent of an ounce of gold should always 
buy the same absolute quantity of goods, the second that it should 
buy a quantity of goods representing a fixed proportion of the world’s 
per caput production (or per caput holding) of ‘goods’. 

The most obvious practical difference in effect between these is that, 
on the assiimption that world productivity will continue to increase, 
the proportionate system would result in a gradual fall in prices, 
while the ‘absolute’ system would stabilize prices, or rather the 
average of prices, for all time. The difference would, in the long run, 
mainly affect the relative position of those with fixed money claims 
and those whose claims are marginal. If we regard the former as 
debenture holders in the World Limited, and the latter as ordinarj^ 
shareholders, the effect of the proportionate system would be that in 
future all the debentures w’ould be participating. There seems little 
doubt that, on grounds of abstract equity, this system is preferable. 
Although it might be argued that its initiation would confer un- 
deserved benefit on those with existing fixed money claims, such 
benefit would be much less violent in character, and less disturbing to 
the rest of the community, than the benefits and detriments which 
accrue to this class through fluctuations in money value under the 


‘ ‘Monej and Index Numbers,’ op. eit. 
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present uncontrolled system. Moreover in the case of fixetl money 
claims arising after the initiation of stabilization on these lines, the 
benefit could no longer bo regarded as undeservcHl, sinot^ presumably 
it would be taken into account along with other factors when the 
claim arose. It should be added that if the prospect were that pro- 
ductivity was likely to decrease rather than to increase, the pro|K>r- 
tionate basis of stabilization would almost certainly have to be prt'- 
ferred to the other, since it would be difficult to defend to the public 
at large the permanent entrenchment of tho.>«^ with fixed money 
claims in a position secure from the deprt>cintion suffertnl by the 
community generally. 

Practical considerations, however, ]H)int tlu' other way, and my 
own feeling is that they far outweigh the theoretical arguments out- 
lined above, especially when it is borne in miiul that siuih a measure 
as we arc contemplating constitutes a definite' i?it«*rvention in t'very 
transaction in the economic life of the world, and must- be (‘apablc of 
l>cing successfully defended ns-d-ri.v the g»‘nera! public. 

The- main considerations seem to be : 

1. Difficult as may be the institution of a satisfactory index ft>r a 

fixed price level, .still nu>re awkward problems st'em involved 
in the search for a criterion to guide with any cxiMditiide (and 
w’ith a minimum of the element of ‘trial and error ) thos<* 
entrusUfd with the management of Ji systcun of price's varying 
inversely with productivity. 

2. Any measure of geiw'ral stabilization will reepiire the concur- 

rence of the great ma.ss of intelligent, but non-technical. 
opinion in the principal countries. Seich opinion («) will fiml 
the actual fixation of prices more intelligible ; {h) tends, on 
balance, to susiH'ct any measun* whie h apjs'ars deflationary ; 
and (c) would probably tend, by a majority (in influence' if mit 
in numlMjrs), to opp*>se anything ap|K?aring to enhance the 
rentier's claim. 

3. Rising wages are a more jH'rceptible, and therefore a more 

appreciated, benefit than falling prices. 

4. While it is true that, price movements Ix'ing more automatic 

than wage changes, there would be some lag in the iHuiefits <if 
increased productivity iH'ing passed on to wage-earners, this 
drawback Is much more than offset by a connected wlvantage 
of the ‘ absolute ' system. Under the latter, in a given country, 
the result of markedly increased productivity in countrios 
abroad would be that prices, and wages also (assuming static 
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productivity in the given country) would remain unchanged. 
Under the ‘proportionate’ system the situation indicated 
would mean a fall in prices in all countries, coupled with 
maladjustment between wages and prices in the static 
country, necessitating wage reductions as the alternative to 
continued dislocation. 

Mr. Ke3aies put forward, as one of the propositions which might 
command our general agreement, a suggestion that ‘it may not make 
a great deal of practical diflFerence upon what brand of stability our 
first preference rests’. I would suggest that for this should be sub- 
stituted the slightly different projiosition, that the attainment of 
stability so far transcends the differences between the theoretical 
merits of particular brands of stability that we are justified, when 
selecting our brand, in having an eye mainly to the practical ques- 
tions, (1) which brand can be introduced with a minimum of opposi- 
tion, and (2) which brand will be the smoothest in working. 

Mk. R. G. Hawtrey: If I may make one comment of a personal 
kind, it is that Mr. Robertson is mistaken in supposing me to be a 
recent convert to the view^ that the price level ought to fall with an 
increase (or rise with a decrease) of productivity. Writing in 1919^ 
1 suggested that ‘the value of the monetary unit in terms of human 
efff)rt should be kept fixed’, and in 1922- 1 pointed out that ‘Any 
available index number is bound to be affected by price variations 
in particular oomniodities arising from non-moiK^tary causes, such 
as harvest conditions, iiew^ inventions, discovery or development of 
new sources of supply or (exhaustion of those tliat exist. A blind 
adherence to the index ma;v- hide a ri^al departure from the path 
of stabilization’. 

The paper which 1 read in December to the Royal Statistical 
Society was little more than an elaboratiem of these tw’o passages.® 

Mr. Robertson expresses this principle in terms of productivity 
‘per head’; I think it ought to be expressed in terms of productivity 
per unit of productive power or of real costs. Real costs should 
include interest and depreciation, and the cost of management, 
supervision, &c., should be estimated not by the numbers employed 
but by the value of the services rendered. 

Mr. Robertson says that ‘you cannot in the long run equate all 
other productive services with labour ’. For this he gives no reason. 

' Hawtrey: Currency and Credit^ 1st ed., p. 374. 

* Hawtrey: Monetary Beconsiruction^ Ist ed., p. 143. 

• ‘Money and Index Numbers,' o;>. cit. 
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What I said in my paper on ‘Money and Index Numl)ers’ is too long 
to repeat here, bnt it was subject to many very careful qualiiicatious. 
The principle involved is not essential to the practical pro{H)sals 
contained in my paper but was invokotl only for the sake of their 
theoretical interpretation. 

I think Mr. Robertson has also misunderstiKxi what he calls my 
‘emasculated index number ’. My proposal i.s not to form an index 
number out of these proilucts which are not oxi)osed to non-monetary 
disturbances of price, but, in using the guidance of an index nuinlHT 
in the regulation of credit, to eliminate those piXKlucts which mi that 
occasion are known to have been seriously affected by non-inonetary 
causes. Usually a very limited number of pnalucts would have hi 
be excluded. 

When he recommends us to let the index numlaT fall ‘by some 
percentage arriv’cd at by correcting an iiah'x of produc.ti<in by an 
index of population’ he is offering altogether t<H» rough and ready 
a method. I’lie corrections must ofU*n he for varying crop yicUls, 
and could not be made satisfaettirily through an index of pnidiiction. 

Further, it is a mistake to 8Up|K).se that th«* increase in productivity 
through discoveries and improvements (Hicurs griulually and at a 
rate which can be measured by an index tif prodiudion. A part of 
the growth in production is due not to improvenumts but to increa.scd 
capital equipment, and the improvements wlien tliey do <K-cur an* 
likely to affect a .small numlicr of products at a time and to affect 
them almost discontinuously. 

Dr. Coates exjiresstxl a fear that the cxpinaat ion <if a fall of priiredue 
to improv'ement.s in production would cause a n’striction of ente^p^iH(^. 
But such improvements cannot in general be fores<>en. When they 
jire first shown to practicable they do indtssl involve every one 
interested in the old iiroc^esses, as well as holders of stocks, in loss. 
But this loss does not discourage enU*rpri.sc, for the fntiin* pro<lu< tion 
is in the hands of those who aiqily the n< -w jiroci-sses. 'I'he 1o.hh. how- 
ever deplorable, hardly seems to lx* of the kind for which a general ri.se 
in the commodity price level would be an approtiriate reimMly. 

It might be that the ex|R*ctation of continual improvements in 
production would lead traders to hold smaller Ht(K;ks. But this in 
itself would not cause depression once the initial reduction of sbicks 
was past. It is not by low stocks, but by a reduction of stocks tliiif. 
a depression is caused. 

Mb. J. H. Penson: The principal comment 1 W to make on 
Mr. Robertson’s address is as to his proposition of slowly falling 
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prices at a time when productive efficiency is increasing. Prima facie 
I am inclined to agree that much can be said for this. Moreover, two 
of the difficulties Mr. Robertson discusses seem to me to admit of 
fairly simple treatment. 

First, as to the position of traders : I do not feel quite satisfied as 
to his argument on page 22, and especially the assumption of a normal 
and irreducible period for holding stocks. The explanation appears 
to me to be as follows. The fall in prices in the given circumstances 
would be unlikely to be a gradual faU of all prices at the same time. 
The wholesale price of a given commodity would tend to fall in a 
series of drops, fairly widely separated in time, as improvements in 
production are introduced. Retail prices would not fall immediately, 
but only when the commodity begins to be generally available at 
the lower price, and the average trader, who had only moderate stocks 
when the fall took place, would not be likely to lose, whereas the 
fortunate trader might even gain. Then, as there was no necessary 
prospect of a further drop in the price of the particular commodity 
owing to another increase in productive efficiency, traders would not 
be discouraged from continuing to maintain normal stocks. The 
IHMition should be clearly distinguished in this way from that in 
which there is a steady fall in the price of all commodities due to a 
policy of deflation. 

Secondly, Mr. Harrod’s dilemma, that if you let prices fall in 
proportion to the increase of efficiency in America you would have 
a depressing effect in England, seems unnecessarily extreme. You 
would not take the productive efficiency of the most efficient country 
as your guide; rather, I think, the policy should be to seem-e by 
international co-operation that the fall in prices did not do more than 
keep pace with increasing productive efficiency in the average country, 
corrected of course by the index of population. 

Nevertheless, I am inclined to think that on the whole a policy 
of stable prices would be better even if productive efficiency were 
increasing. In the first place there seems no reason to allow the 
creditor to get more than he has bargained for. It is most unlikely 
that he would, in making his bargain, allow for a fall in prices. There- 
fore, why give him an uncovenanted benefit ? 

Then as to the wage-earner and salary-earner, there is distinct 
psychological advantage in allowing them to see their earnings rise 
in terms of money, and with increased public control — such as we 
may expect— over the accoxmts and profits of undertakings, the 
claims of salary^amer and wage-earner should be more easily 
substantiated. 
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Thirdly, subject to an increase in the money value of salaries and 
wages, even if a certain amount of forced saving does take place, 
it is probably a good thing at a time of increasing productive efficiency. 

Turning to the remarks of the other sjieakers, I cannot help 
thinking that Dr. Coates’ point of view must now Ik* regartled as 
out of date. Time was. no doubt, when it would have Ikmmi worth 
while for society to allow prices to rise slowly in ortler to gratify the 
psychology of the producer and trader. But that time has posstnl. 
At best it was an inefficient means of stimulating pr«Klnctit*n. Now- 
adays, when large efficient enterprises provide iiuw and more for 
scientific costing and for the study of prices, in part icidar the prices 
of the commodities in which they deal, it will Ik> decnnisingly worth 
while to grant the artificial stimulus of a rising j)ric-e level. Stxually, 
owing to the usual lag in wages, a rise in price level in the circum- 
stances we are envisaging woidd involve injustice. In short. 1 think 
the old controversy, to which Mr. Flux referred, of some forty years 
ago, has no longer much practical value. 

I am myself in agreement with the gciueral ob.sc*rvations of Dr. 
Sprague, but they cover perhaps a wider field than that of the 
.second meeting itself. 1 feel that the most useful liiu* of atlvance for 
this group will probably be that of investigating the triie econonuc 
use of reserves and the proportion of credit which can b(» built u|x>n 
them. I think that with the increasing international eo-o|H!ration 
which this group has in view, a very great increase in t he structun* 
of credit may be found to be |M>ssibl»*, whicdi will largely neutralisw- 
the possible ill-effects of a decline in tin* supply of gold. But' this 
opens up rather a wider field than that of the st^cond nu*eting. 

I have already referred U) Mr. Harnxl s remarks. 'I'he p«)sitian in 
which it is true that ‘to him that hath shall be given ’ is whnt we find 
to-day. But it need not always be so, and the vt!ry object we have 
before us is, I undersUind, the education of public r)pinion with a view 
to greater international co-o|KTation in future. This should ehminab’i 
the chances of one country going ahead on a path of deflati«)n to 
the detriment of others. 


Mr W H Mainwaring : The discussion as a whole wfcms tf) have 
been inspired by the fear that within the near futun, the world will 
be faced with a serious shortage in the available supply of gold, and 
has taken the direction first of seeking to elucidate why and how 
gold as money fulfils its several functions. A sugg.«tiou has been 
Llvanced, too. that it might be helpful if a sUtbment were made 
defining the manner in which it is desired go s ou ac . 
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It seems to me futile to discuss how one would like things of the 
nature of economic laws to act. The principal thing is why and how 
do they operate. These matters understood, questions of whether 
it is within our power to modify their effect or to eliminate them 
altogether become immediately practical. 

The various speakers seemingly' agree either that there already 
is a shortage in the available supply of gold or there is great danger 
of its being the case in the near future. If such fears are well groimded 
then changes must take place in the relative value of gold to other 
commodities and it is not at all unlikely that other far reaching 
effects will follow. 

Such a shortage in the supply would cause prices of all other 
commodities to fall in sympathy with the changed value of gold and 
at the same time, the basis of credit being affected, it would bring 
about a contraction in the available supply of that commodity. 

Against this tendency of reduced supply there is, as mentioned 
in the course of the discussion, the factor of a more economic use 
of the available supply and the development of banking, together 
with a change in the habits of the people. These changes permit of a 
greater degree of centralization ; have indeed, in so far as gold is 
eliminated from active circulation, added to the central reserves and 
had an effect similar to increased gold production, apart from which 
the fears at present held would be considerably accentuated. 

These economies are perfectly legitimate and, provided they are 
kept within given limits, can have no ill-effects ; excepting, however, 
that the fact of its having been po.ssiblc to eliminate gold from active 
circulation nationally is not, and ought not to be, regarded as evidence 
of abilit 3 ' also to disptuise with it intemationalh'. 

The suggestion that it is j)ossible and practical to reduce the price 
level annuall,v in order to remed.v the shortage in the supply of gold 
begs the whole question. If a reduction in the price level could not 
be brought about excepting bj' means of an agreed annual percentage 
to be enforced at a given time, then the proposal amounts simply to 
one of giving to gold an artificial value — a value higher than it reallj’ 
possesses — by means of which it can purchase larger quantities of 
other commodities. 

If a proposal of giving gold a fictitious value were not only deemed 
possible but also practical there would be some reason for assuming 
the further possibility^ of giving to a commodity of comparatively 
no value, paper, the necessary^ value relation to fulfil all the functions 
of money at presbnt carried on by gold. That indeed would be an 
ideal solution to the whole problem. 
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It seems to me a very great assumption to make that a managed 
price level to be reduced annually would ha ve no ill -effect s uik>h 
industrj' and commerce. There is no doubt in my mind that such 
a proposal if acted upon must have prt^cisely the same effect as 
economic law itself will have where there exists quite definitely a 
shortage in the supply and an increase^ in the cost of producing gold. 
The cumulative effects arising out of such a situation might well 
imperil the whole economic system. 


Mb. R. G. Glenday : Looking, as 1 do. at monetary problems from 
the business man'vS point of view, 1 am conscious of a sense of ‘un- 
reality’ about most of Mr. Rol)ortso!rs arguments. So long as 1 am 
prepared to accept as real his ‘through the looking-glass’ world. 
I am able to appreciate both his premisst\s and conclusions. Once, 
however, 1 am back in the everyday business world, in which we 
most of us unfortunately have to live, the ideas which appeared si» 
reasonable and helpful in his imaginary world si*ein to have little 
or no contact with reality. me give two examples: 

In Mr. Robertson's economic ‘Wonderland' a 3 {kt cent, fall in 
the w'holesale price index seems to be the ideal to Ix' aimed at ; in 
the actual business world of 1920-30 it is precisely Ikhxiusc the price* 
level has been falling about 3 per cent, per annum that life has b(*come 


so intolerable. 

An equally serious — though less ol>vious — contradiction appears 
to pCTvadc his consideration of price levels. 1 his coiux'pt apiKvirs 
to be a kind of ‘mirrored image’ of the average of prices. As applies! 
to the circumstances of the business world this co!ux*pt a|qK*ars to 
me to give an almost fantastic picture of its (qKTations. 1 he a<?t i\ ities 
of industry and commerce comprise a moving seguvnre of pri(x*H. It is 
the relation between the items in this sexpumee whi(di govcTii the 
degree of profitableness of the operat ions of j)n)ductioii and marketing. 
An average, as it were, of such m<iv i?ig .scHpieiic«*s, sinc(^ it ignores the* 
djTiamic element, in effect repre.sents a sfalionarg sy.st(*m. 

This failure to visualize industry as a siTies of moving proccss(*s 
apriears to me to vitiate most of the* arguments in <.onn< xion with 
the wav in which industry adjusts itself In a falling general ,, rice 
level. In real life long In-fore there has Is-en an.nhiug which can 
be safely rt^garded as a fall in the general prkc' < v( , tif re 
been sufficientlv marked movements in the individual eommcKlities 
and cost items to set in train marked changes and luljustmente m 
the operations of the industries affected 1. y them ; that is • 

operations of industry change with the movements of ^nd^vul 1 u,l 
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prices and not with those of an average of prices (i.e. the general 
level). 

Since post-War experience of depreciating currencies suggests that 
the time taken for the various items entering into costs of production 
of the major industries (i.e. materials, wages, transport charges, 
taxation, &c.) to adjust themselves to monetary changes may amount 
to anything up to three or five years, Mr. Robertson’s omission of all 
reference to this aspect is to be regretted. It appears to me to dispose 
almost completely of his reply to Dr. Coates’ arguments. The effect 
of monetary changes on the output of industry is, I believe, much 
more important to the national well-being than its effects on the 
division of that output. I observe that Mr. Robertson commences by 
commending as a proposition which should command universal assent, 
that no one desires to restore the value of money to the pre-War 
level, and then concludes with a recommendation which it appears 
to me must infallibly produce that result within less than a decade 
(i.e. a 3 jK;r cent, annual fall in the wholesale price level) ! ^ 

Mb. C. H. Kisch : It is more difficult for industry’ to carry out the 
luijustments in costs required to meet falling prices than it is for 
industrial workers to adjust their position at a time when prices are 
stable and costs of production are falling. Such a position, presumably 
being advantageous to industry, enables the workers to put forward 
their demands with the prospect of obtaining some share of the 
general advantage. The case for permitting the rentier to benefit by 
slowly falling prices is based by Mr. Robertson on the view that the 
government creditor ‘has played his part in creating the environ- 
ment which has made technical progress possible. People with fixed 
incomes arc probably being harried quite enough by direct taxation’. 
This conveys a suspicion of special pleading. The rentier appears to 
lie entitled to a constant return in real value and to nothing more. 
It does not appear to me to be the case, as has been suggested, that 
when a man provides for his dependents to receive an income 
representing so much real value he is considering the relative position 
he wishes these dependents to enjoy as compared with other groups 
in the community. It seems rather that he is concerned with providing 
for them a certain absolute standard of satisfaction so far as this 
world’s goods are concerned. From this point of view one would be 
able to make out a case that in the event of production increasing 

in greater proportion than effort he has no particular reason to benefit 
« 

^ A letter from Mr. Gleiiday published in the Economist of 4th July, 1931, 
states his case at greater length. — Ed. 
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thereby. The case of the rentier appears to be one of the strongest 
grounds for the doctrine of stability in the price level and for utilizing 
monetary policy so fax as may be to counter the tendency of prices 
to fall through production incn^asing in greater ratio than the effort 
required. Admittedly in such a ease persons with relatively fixed 
incomes, such as salaried classes, w*ould not lienefit, but it is open to 
them, as it is also to workers generally, to prt>s('nt their case for 
improved money incomes, which the incri'ase in prosjierity [xistulatxHl 
may enable to be granted without detriment to general inU>rcsts. 

Mb. D. H. Robertson (July, 1931): 1 have been invited to reply 
briefly to my critics: but indeed 1 have little to add. 'fhe events of 
the eighteen months since my pajier was read have eonfirtned rather 
than shaken me in the belief that the maintenance of an c^ven rate 
of industrial progress, difficult enough in any case, will bi* rendiwd 
more difficult still if the world commits itsidf to the view that, how- 
ever great the improvements in technical efficiency, price's ought 
never to fall. Looking back, it becomes, I think, more and inort' 
arguable that the great American ‘stabilization’ of 1922-9 was 
really a vast attempt to de-stabilize the vahu* of iiioiuy in tcTins of 
human effort by means of a colossal programme of investment in 
buildings, motor-car plants, &c., whi(di succmled for a surprisingly 
long period, but wdiich no human ingenuity could have rnaiiagcHl 
direct indefinitely on sound and balanced lines. It becomc^s plainer 
too, I think, that the disastrous slump in the prices of many hnnl- 
stuffs and raw materials has Ix^en in j)art, at least, a nemesis for ill- 
considered efforts (greedy in the case of low-cost prcHliiccTs, pathetic* 
and futile in the case of high-cost ones) to hold uj) prices in the fiu*e 
of falling costs. If the busine.ss man s jisychology jibs at swallowing 
the moderate price falls dictated by incrciising produc.tivity, he* 
renders himself more and not less liable to suffer tlu* (^ataHtroj)hic 
price falls due to industrial dislcKjation and crisis — that is my eawv 

I do not know wdiy Mr. Bellerby should suppose, that 1 advcKjated 
a 3 per cent, per annum price fall ‘irresfiectivc of t he rate of increase 
of efficiency’. The 3 jier cent, was, of course, inUmded as a guess at 
the secular rate of increase of efficiency, but it may be rnuc!h to(» 
great— I was, at the time of reading, strongly impr(?s.sed by the 
evidences of rapid growth in recent years w^hich Mr. l^oveday dis- 
cussed a few months later in his stimulating essay A It^^conl of 
Progress, 1925-9’^— and 1 willingly accept Mr. ^Flux’s words of 
caution on the subject. 

» Loveday: Britain and World Trade, 1931. (London: Longmann, Green.) 



46 


HOW DO WE WANT GOLD TO BEHAVE ? 


With Dr. Coates and Mr. Glenday I feel it is not much use for me 
to argue. Dr. Coates speaks with the voice of the inflationist entre> 
preneur of all ages, claiming that the scales must always be weighted in 
his favour if he is to do his job properly ; and Mr. Penson has answered 
him. Mr. Glenday seems to think that improvements in productivity 
only happen in Wonderland, and that discussion of what happens 
to the general price level, as distinct from the prices of individual 
commodities, is uninteresting. He accuses me of ignoring the relation 
between prices at successive stages of the industrial process — e.g. 
presumably between wage costs and selling prices, between prices at 
wholesale and prices at retail — which was in fact the main subject 
of my paper. 

Mr. Kisch puts the case against me on grounds of equity moderately 
and clearly ; I respect his arguments, but agree rather with those of 
Mr. Hawtrey, to whom I take this opportunity of apologizing sincerely 
for the unfounded suggestion that he was a recent convert to the 
point of view so ably exj30unded in his paper of 1930 to the Royal 
Statistical Society.^ My points of difference with him are too intricate 
for discussion here. He and Mr. Penson may be right in thinking 
that increases in productivity come about so discontinuously that 
the difficulties about the position of the merchant which I tried to 
face in my pajKjr do not arise ; 1 hope so, but I do not feel sure. 

I am impressed, as I said in my paper, by the international 
difficulties discussed by Mr. Harrod and Mr. Jack. A solution must 
probably be sought along the lines indicated by Mr. Penson. But we 
must remember that under no system of monetary policy can things 
l>e very pleasant for a country which finds the productivity of other 
countries in competitive goods increasing faster than its own. 

Mr. Baxter agrees with me in theory, but thinks the policy of 
stabilization of selling prices more practicable. But is it ? To me it 
seems likely, as I hinted at the beginning of this note, to add to the 
practical difficulties, in any case sufficiently great, of those who are 
responsible for the orderly and balanced distribution of credit supplies. 

' ‘Money and Index Numbers,' op. ciU 



MEMORANDUM ON GOLD PRODUCTION ^ 

By JOSEPH KITCIIIN 

I. GOLD PRODUCTION OF THE PAST 

1. The world’s output of gold advanopil greatly after the diseoverii's in 
California and Australia in 1848 and 1851, and the following gives a 
summary, mainly by centuries, from the earliest reeoixliHl ligim\s: 

(In millions of pounds at 84/ lU per fine oz.) 


1493-1600 

Century" » out put. 

103-2 2^ 

Aggregate 

output. 

io;i-2 

Annual 

rate. 
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Century' a 
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1886-1900 
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i,r»68-r. .iri-r. 

2,050*2 

30*31 

1 5*(iS 

1,308*0 

1901-1929 

! 

4,41 1 •« 1900 

4,411-8 


81 **23 



2. The following gives the record by countries, those sjHHufuHl iiecMiiiniing 
for 80 per cent, of the total output to date and 91 |>i*r ecuit . of th<< 1929 
output. The countries are arranged in the order of thtur bt^ginning yiuir, 
i.e. the year when the outjiut commenced to be of more than insigniiiiuint 
size: 


Year 

1 of diS’ 
1 covery, 

Russia 

1814 

United States 

1848 

Australia 

1851 

Transvaal 

1888 

India . 

1889 

Mexico 

1894 
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Rhodesia 
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WeM Africa . 

1903 

Rest of World 


World’s total 
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73 
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i 147 
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i 71 
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i 29 
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' Diticovcrtf 
to rerord ! 1929 



year. 

output. 


years 

£ 

1910 

90 

5.0(»0,000 
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*»7 

9.1(M).0(»0 
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r»2 

2.500,000 

1929 = 

41 

' 44.300,000 

1912 : 

23 

1,500,000 

1910 

10 

2,50(»,(M)0 

1929 

33 

i H.IOO.OOO 

1915 i 

15 

: 2,400.0(MI 

1914 i 

11 

800,000 



70,2(MM»(»O 

; 


‘ 7. .300, 000 



' 8.3,500,000 


* OriffinaUv submitted to the British Committw- «.ii Finance and Indasti^. 
This memorandum was sent to members of the group as an jTitroduciion the 

paper which Mr. Kitchin read on 20th February, 1930, and which is reproduced 
on p. 66 below. 
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3. The Transvaal now ranks first and the United States second in total 
and present output. Of the Transvaal production the Rand district 
accounts for 99 x)er cent., the Indian output all conies from the Kolar 
district of Mysore, most of the Canadian total is derived from the Porcupine 
and Kirkland Lake districts, and most of Australia’s total from the 
Kalgoorlie district of Western Australia, while in the case of the other 
countries and the rest of the world the production is spread over many 
districts and is small for individual mines. 

4. The foregoing tabulation indicates that there is a tendency for gold 
countries to reach their zenith more speedily with the progress of time, 
which is perhaps an indication that the newer goldfields are more inten- 
sively worketl. So far as present indications go it appears that, of the nine 
countries, all except the Transvaal and Canada have already passed their 
zenith, though the two exceptions account for 63 per cent, of the present 
rate of production. Apart from the two countries just mentioned the record 
years all came within the period 1903-14. 

5. Most of the countries have shown swings from low to high points and 
vice versa, and in the following tabulation they have been arranged in 
order of highest annual production, which is also, with one or two excep- 
tions, the order of present output. Record years are given in italics: 




llit/h. 


JjOtr. 

lliffh. 


Jmm', 



£ 


£ i 

£ 


£ 
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India 




1912 
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9,1()0,0(K> 
2,r)(X),(XX) 
f»,(XX),0(X) 
S, 100,000 
2,5(X),(XX) 
2.400,000 
1,5(X),000 
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The present yield of these nine countries is therefore 27 per cent, below 
their record annual output when added together irrespective of date. The 
low points of the Transvaal in 1922 and of Mexico and Russia in 1914 and 
1920 were severely reduced by the w'hit<e miners’ strike on the Rand and 
by the revolutionary troubles in the last two cases, so that they are not 
representative of normal conditions. 

6. As regards the world as a whole the production advanced from £6 
millions in 1847 to £30,700,000 in 1853. In those days — it is very different 
to-day — the bulk of the gold won w'as derived from alluvial, and as this 
w'as gradually worked out the output fell to £19,600,000 in 1883. A few* 
years later the Rand district of the Transvaal w’as discovered and several 
of the countries also increased their production, but the Transvaal has the 
main credit of the subsequent rise, w'hich led to the record figure of 
£96,400,000 in 1915. After that time (disregarding the year 1922, when 
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the output was reduced £6 millions owing to the I^nd white minors' strike) 
the total fell to a new low point of £68 millions in 1921 , and it has n^oovonHl 
during the last five years to between £81 millions and £ 83 ,r>(K>,<KH) (18 to 
16 per cent, below 1915) with a slightly rising tendency. Ajmrf from tlu* 
Transvaal the production has fallen from £57 niillions in 1915 1^> £89,209.000 
in 1929. Details of production year by year from tlu^ time of rtvonl art^ 
given in Table II ^ attached. 

11. CONSUMPTION OF OOLI> 

7. In Table I “ are given particulars annually and quiiKpaTiuially from 
1890 to 1929 (the figures for 1929 bt'ing estimates subject to revision) of 
the consumption of the world's gold supply. The first claims on new gold 
are made by the industrial arts of Europe* and America and by India and, 
to a minor extent, China and Eg\"pt. When these claims an* satisfuHl the 
balance is available for addition to the world's stcK'k of gc»ld mont*y. 'rius 
world’s stock has been compiled by the writer sim]>ly by adding this 
balance year by year to an assumed stock of £210 millions in 1S47. It 
therefore does not represent a physical count of the visible money in the 
world year by year, but hivs the advantage* of giving annual totals ove*r a 
long pt^riod, and it tallies well with physical counts, so that it n]>]M*ars U> 
l>e largely justified. The stock of gt»ld money so computed omits India, 
China, and Egyjit, w hen* gold money dcK*s not circulutt* ami is of negligible 
quantity. 

8. The table show s : 





Total 

IU'J0~U 


(.5.5 If ears). 
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(ft 3 years). 

(last ! ft years). 


£ millions 

£ millions 

£ millions 

£ iiiilli<»iis 

Industrial Arts 

871 - 8t> 

e»65 24 

1 ,(»3(i 21 
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India's absorp- 
tion 

184 18 

450 Mi 

5S4 15 

1 05 25 

China & Kgjqit's 
absorption 

18 - 1 

72 2 

00 2 


Total demand 

528 - 50 

1,1 H7 -l-i 

1,7H» 44 

857 4»l 

Added tf» stock 
of gold money 

514 - 5(» 

1 .(>'•25 r.s 

2,180 50 

415 51 

World's output 

l,(t37 1(K» 

•2,KI2 lOI, 

8,840 100 

772 lO(» 


The data for other pericKis can be gleaned from the table, but it will Im* 
seen that, broadly, the demand is of the order of 45 pc*r cent, of the output , 
w'hile the remaining 55 pc?r cent, is adde<l to the stcxrk of gold money. 

9. If this stock of gold money is suitably charted (vi<le the wriUT s 
statement of evidence in the Report, of the Royal Commission on Indiiin 

* Sec Table II. 

* See Table I. 


£ 
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Currency and Finance^) it will be seen that from 1850 to the outbreak of the 
Great War, and subject to allowance for trade cycle variations, there is a 
fairly close correspondence between the stock on the one hand and the 
wholesale commodity prices and the bank rate on the other. The followring 
compares the three factors for a century to the outbreak of the Great War. 
The years 1848, 1862, and 1894 are those when the annual increase in 
the stock of gold money changed from below 3-1 per cent, to above 3*1 per 
cent., or vice versa. As 3-1 per cent, was the average annual increase in 
the stock from 1850 to 1910, that figure is subtracted from the rate of 
change in the stock for the purpose of giving a better comparison with 
the other two factors. The years 1810, 1849, 1873, and 1896 in the ease 
of commodity prices, and 1851, 1865, and 1895 in the case of the bank rate, 
are the years of major maxima or minima for three-year centred averages. 
The years 1807 and 1911 are taken for the stock of gold money to allow 
for the supposed lag of about tw-o or three years in its effect : 
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The last two factors, with a small lag, rise or fall in their general trend as 
the rate of increase in the stock of gold money w^ancs and w^axes, and a 
similar state of affairs w-ould doubtless be found to exist wdth many other 
economic factors. 

10. The correspondence with the stock of gold money ceases after 1914 
for the reasons that War and post-War conditions have upset any com- 
parison and that the item w-hich influences such factors as commodity 
prices is now- not the total stock of gold money but that j)ortion of it which 
has been collected into central banks and treasuries. The monetary 
conditions have been greatly changed by the transference of gold from 
circulation and other banks. 

III. PBOSPECTIVE SUPPLIES OF GOLD 

11. There is reason to believe that 1915 with its total of £96,400,000— 
apart from some outstanding new- discovery — wdll prove to have been the 

' Great Britain : Report of the Royal Commission on Indian Curr entry and 
Finance, vol. iii (i.ppeiidices), chart facing p. 524. 

* There is some reason for taking 1804 (121) instead, and there would then 
be greater correspondence in time with the bank rate. 
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zenith of the world’s gold output and that, though the pnxluction, after 
falling to £68 millions in 1921, Inis recoveretl to £83.500,(X)0 at the pn»sent 
time (55 per cent, of this rec-iovery being due to the New Rand and the 
balance to Canada and Russia), the prospeids art' that then' will l»e no 
further recovery, but rather a decline, inert>*asing with time, after about 
1934. 

12. The search for gold has grown in intensity for the last eighty years, 
and the w^orld is now rather fully j>ros|>ecte<l. The day of the indiviilual 
digger has largely passed and has given way to work by organiztHl eoni- 
panies. Gold is very largely disseminated in many parts of the* world, but 
is rarely found sufficiently eoneentrated to V>e i>ayable. It (weurs mainly in 
igneous quartz reefs or the alluvial derived from their disintegration, an<l 
for the most part, it is not won in eonjunetion with other metals. Sinet* 
1888, how^ever, it has been won from the banket or ‘pudding-stone’ of the 
Rand, a conglomerate of sedimentary formation. The Rand is a district 
some fifty miles long and consists of an almost continuous series of mines. 

13. The change in the prcxluction from alluvial to (|uart'/ reefs and then 
to banket can be very roughly illustrated thus: 



Pro port 
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14. Prior to 1890 the recovery was ])robably only (K) ]M‘r cent., of the 
gold contained in reefs or banket, but, largely Iwcause of the tuloptioii 
of the cyanide proetjss, tlic proportion is now about 95 }ht (u^nt., and for 
some time past it has virtually reached its limit. 

15. More than half the world’s production is obtaine*! from tlu' 'PranH- 
vaal, all of whose gold, except about £1 million a year, is won from the 
banket of the Rand district. This district may be dividcMl into two areas- - 
the Old Rand, consisting of the west^^m, central, and near-eas1>cni st'clioiis, 
and the New Rand, consisting of the far-east section from the New Klein - 
fontein mine onwards. The Old Rand reached its zenith in 1912 with 
£32,4()0,0(X) and it is now prcxliicing less than two-thirfJ.« of this quantity. 
Its production is likely to continue to drop markwily. I he New l^rid 
on the other hand arose some sixteen years laU^r and is likely to continut* 
to increase till about 1932 or 1933, then to dexjline modemtely till about 
1940, after which it will probably decrease at a more rapid rat4\ 

16. The outcrop portions of the Rand mines have been workc-^l otif , and 
operations are carried on at ever-increasing deptlis, c\cn a 

from the surface. In the period 1913-29, 27 mines (26 on the Old Rand) 
ceased operations, while 7 new^ mines (all on the New liand) commenced 
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production. The number of companies now producing is 33. The output 
has not fallen in proportion to the number of producing companies for the 
reason.^ that the new'-comers have worked on a larger scale than the average 
of the older mines and that several of the companies have added to their 
areas and increased their milling capacities. Because of the fact that work 
has to 1x3 conducted at increasing depth, the present cost of opening up 
a new mine is in the neighbourhood of £1,750,000 to £2 millions and the 
time required six or seven years — a period which tends to increase. This 
is naturally a great deterrent to the opening up of a new' mine, for it 
requires some courage to subscribe money with no possibility of a return for 
many years and with no certainty of the mine then being payable, for 
much of the money has to be risked long before the value of the property 
can be even approximately gaugecl. The last mine started production in 
1924 — over five j^ears ago — while as regards producers w'hich are still to 
come, two are likely to add to the output from 1932 and 1934, one other 
is in the developing stage, and apart from those there are three or four 
which may help to minimize the fall in the output. 

17. Canada i)roduces under 10 jxjr cent, of the world’s production but 
from 1907 to 1929 it has shown a fairly steady progress from £1,7(X),000 
to £8,100,(KK) and will doubtless go further yet. Russia and Mexico may 
increases their present totals of £5 i^iillions and £2,500,000 moderately. The 
United States, at present holding second place with 11 per cent, of th(3 
output, has decreased rather precipitately from £20,800,000 in 1915 to 
£9,100,000. Australia has fallen practically every year from £18,400,000 
in 1903 to £2,500,000. All countries except the Transvaal, Canada, and 
perhaps Russia and Mexico seem likely — collectively if not individually — 
to decline. 

1 8. It has already been indicated that little is to be hoped from improved 
njetallurgy, while the limits and possibilities of existing goldfields are 
I)erhaps fairly known. Subject to the qualification as to the possibility 
of some out-standing new’ discovery, there seems to be no prospect that the 
world’s production will advance more than very moderately beyond the 
prescuit level. The question as to whether there is anything in this quali- 
fication is, thereof ore, vital. The Rand is unique alike in its formation and 
its rat<> of production, and one can hardly expect another Rand to be 
di.scovered. At any rate over forty years have passed without a suggestion 
that an^^hing of the kind is probable, and the fields w hich have since aristm 
(vide paragraph 2) have not attained very considerable proportions. Apart 
from the Rand, no single goldfield has ever in history reached a maximum 
output of more than about £5 millions per annum or has lasted any appreci- 
able time without show'ing a marked decline. The Klondyke district is a 
fairly recent example ; and it would require several goldfields of the order 
of £5 millions per annum — only 6 per cent, of the present world output — 
to offset the decrease which is in praspect with time. Moreover, if there is 
any important new' discovery it will (unless alluvial is concerned) reach 
appreciable figures only after many years’ work. While it would not be 
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reasonable to dismiss the possibility of considerable additions from new 
sources — ^the analogy of the history of gold itself and of other metals 
forbids that^ — it is not prudent to attempt to sjHviilate on what is unknown 
and unaasessable. 

19. The writer has made as can^ful an estimate as pa'ssihle of the probahU' 
world output up to 1940. In the case of the IVansvjwiJ. in resjHu't of which 
he has the advantage of s|H‘cial know letlge, the lives, outputs, and prosjavts 
of 39 mines (including 6 not yet pnxiucing) havc‘ lK*i*n separately cal- 
culated, with due allowance for improving grach* or enlarged eapaiut y in 
some cases and for declining gnvde in the ease of mines lu^iring tlie end 
of their lives. In the cases of (I'anatla, the rest of the British Kmpin', the 
United States, and Riussia — whore scatteml mines are mostly conceriuHl 
and no special knowledge is claimed — the trend of the last h»ur or live 
years has been assumed to continue: 
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According U» this calculation the existing rate of output, whil(‘ not likely 
to increase, will remain fairly uiieliaiiged for the next live years and will 
then decrease— at first very slowly and then at u greater rale. J he prohahle 
error to bo allowed for in considering tlie.se figures naturally iiiereases with 
time. If the calculation were continued to a later dat.-. it would show al.o.i 
£60 millions in 1945 and £55 millions in llt.W, thus indieating a very rap.. 
rate of fall between 15140 and 1945 and a slower * 

estimates so far removeil from to-day are to «* ng'.n .< w ion 
a considerable element of conjecture. It is right. Imwevei , to point out 

what the possibUities are on the present outliwk ^ ^ 

20. As the Committee is probably more interested in t u . 
gold available as money than in the world’s 

carry the calculations a step further, with a rept; i to » . ^ containiKl 

in Table I are continued by the addition of l.t«i ^ /{ 

twenty years the gold output is that already mdicatwl , an 1 
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and the balance added to gold money is not an estimate but merely 
illustrates the result if these continue to be divided in the proportions of 
42 per cent, and 58 per cent, which it will be observed were the averages 
both for 1890-1914 and for 1915-29. The effect on the gold in central 
banks and treasuries is also shown, it being assumed that they receive the 
whole of the new gold after the demands of the industrial arts, India, 
China, and Egypt have been satisfied. The possibility of their also receiving 
further contributions from gold assumed to still remain in other banks, in 
circulation, or hoarded, is ignored. They held 65 per cent, of the total stock 
of gold money at the end of 1914 and now have 90 per cent, of it, so that 
further supplies from this source are minimized: 
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If it were to be assumed that the total demand would persist at the same 
average amount as in the fifteen years to 1929 the figures for the ten years 
to 1939 would be virtually the same, but those fiJ^teen years represent an 
abnormal period. Largely as a result of the impoverished conditions of the 
world outside of the United States, the demand of the industrial arts has 
been reduced from the 1913 figure of £27 millions by 45 per cent, and it is 
to be expected that in time there will be a greater demand from this source 
unless fashions change. The demand of India for gold may possibly be 
reduced by other forms of investment finding favour. But if the pre-War 
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inoiease and amount of total demand are regarded, a very unfavourable 
view of the prospects of additions to the supply of new money must be 
taken. Even on the figures of the above tabulation a declining annual 
rate of increase of the money in central banks and treasuries ap()ears to 
be in sight, and this starting with a rate of incrt'ase which on pn^-War 
experience would be totally insufficient to support the world *8 ei*onomic 
development with a stable level of prices. 



Third Meeting of the Chatham House Study Group on the IrUerruitionjal 
Functions of Gold, 2Qth February, 1930. 

GOLD PRODUCTION! 

Bt JOSEPH KITCHIN 

Sir C’harles Addis, k.c.m.g., in the Chair. 

The Chairman, Sir Charles Addis : Before asking Mr. Kitchin to 
address the meeting, I should like to say a word about the activities 
of the group. I assume that the most definite contribution we can 
make to this subject is to inform and to educate public opinion, and 
I think that an encouraging start has been made in this direction. In 
the time at our disposal it is not possible to have very long or com- 
plete discussions, but a good deal has been done already by means of 
the written comments which have been invited from those who have 
not an opportunity of taking part in the discussion, or who have been 
unable to be present. These contributions are now being made the 
subject of investigation by a sub-committee. Later on we shall be in 
a position to decide whether they can be made use of for some more 
jiermanent contribution to this subject. 

It may also interest the members to know that the idea adumbrated 
some time ago, that it might be possible to make a bibliography in 
connexion with this subject, has now been carried out. The biblio- 
graphy will, I hope, be found useful by members who arc continuing 
their study of this subject.^ 

Another interesting item which has been brought to my notice by 
the Secretary is that the work of the group is becoming known out- 
side its ow n particular range. Interest has been evinced in your work 
by some gentlemen in Germany w’ho have been making inquiries. 
They feel this problem is of as much importance to them as it is to us. 
"Inhere may be possible extensions of this scheme in w'hich we may get 
a reflection of French opinion, for example, and of that of other 
countries. 

This is the third meeting in pursuit of our subject, namely, the 
International Functions of Gold. At the first, addressed by Sir Josiah 
Stamp, we explored the channels most appropriate for approach to 
tliis question ; at the second, addressed by Mr. Robertson, we dis- 
cussed more immediately the purpose we had in view, that is, what 
we really wanted gold to do : and to-night we have the advantage of 

* This paper should be read in conjunction wdth the Memorandum by the 
same author on p. 47 above. 

* A selected bibliography will be found on p. 223 below. 



GOLD PRODUCTION 57 

the presence of an acknowledged authority upon the subject of the 
basic material of our inquiry. Mr. Kitohin enjoys an international 
reputation for his studies in this subj(H?t. With his consent 1 would 
suggest that to-night, since the subject is statistical and dix's not 
readily lend itself to discussion, and as it will take some time to ex- 
pound, it might be as well to eliminate discussion and s{HMid the tiine 
at our disposal in elucidating any |>oints by means of question and 
answer, although of course, neither Mr. Kitehin nor 1 dt\sin\s to 
eliminate criticism. 

I will now ask Mr. Kitehin to be gcnid enough to address the 
meeting. 


Mr. Joseph Kttchin: Until the Hand was diseovtMvd in lssr», the 
world’s annual gold output stood at a quarter of its jiresent ligun*. It 
must have been patent to every one ])resent that evt‘r\ thing of im- 
portance, at any rate in regard to size of figures, seems to havt* eoim» 
within our generation, in metal production generally, invention, ami 
so on. So it is with gold. Of the £4.4 12 millions of gold won from tin* 
earth since the discovery of America, four hundred and thirty-seven 
years ago, £2,81 1 millions, or t>:i percent., hasappt^ared in the last forty 
years, and no less than £2,M58 millions, or 5:^1 jut (^ent., aftcT 
Since that year theaverage has been £S| millions, which is close to the 
present rate. To-day the Transvaal is turning (Uit £41,. *100. 000 |H»r 
annum, or 53 per cent, of the present world's product ion of£S3,."»00, 000, 
and it is obviously the iiredorninating fa(dor in tlu‘ situation Itcday. 

Another very important factor was tlje a})p]i(*ation of tht‘ cyanide 
process — first used on the Hand in ISOI, jit a time wln^n the world's 
output had reached £25 millions per annum and llu' addition to g(»l<l 
money £10 millions per annum. I'rior to that time the met hod almost, 
universally uschI in winning gol<l from rock was the ('alifornian stamp 
mill, or some improvement upon it. Hy means of th<^ cyanide process 
— a chemical method supplementing the existing physical one £l*t 
millions wx>>re w'on on the Kami alone in l!M2 out of £.37 millions, or 3.> 
per cent., and in the world as a whole jH*rhaps £24 millions out of £1M> 
millions, or 25 per cent. l.iast year the projH»rtion c»n the Kami was 
probably £16 millions out of £43 millions, or 27 jkt ( ciit., an<l hir the 
world £23 millions out of £8.3 millions, tjr 2 S [wt Apart from tliis 

supplementary process of gold extraction, the out])ut tO'<lay uoidd 
be £60 millions instead of £S3 millions, and iho addition to the stock 
of gold money possibly half of what it actually is. 

Before this great advance in metallurgN , practA:ally only 50 }kt 
cent, to 60 per cent, of the contained gold was won from the ores 
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mined, while afterwards it rose by one-half. To-day the extraction 
on the Rand averages about 97 per cent., and in the world as a whole 
90 per cent, or more. The highest possible extraction has almost been 
reached, as 100 per cent, is, of course, unattainable and it does not 
pay to get much nearer perfection. 

Not only has cyanide increased the yield per ton of existing pro- 
ducers by about one-half, but through this increase a very large 
amount of ore which otherwise would not have been treated has been 
brought into production. Commodity prices were falling all the way 
from 1873 to 1896, and it is interesting to speculate what would have 
happened if the Rand had not been discovered. The rise in prices 
from 1896 to 1913 would certainly have been cut out. 

The trebling of the output since 1891 may be said to have been 
entirely due to the discovery of the Rand and to the use of the cyanide 
process. The important point to remember is that the cyanide process 
has raised the efficiency of gold production to its maximum, and that 
as the output of the world has once been raised 40 per cent, by 
this means, there is no possibility of a similar experience in future. 
Nothing appreciable, therefore, is to be expected from improved 
metallurgy. 

The world’s gold output reached its height in 1915 with £96,400,000, 
and it is 15 per cent, below that level to-day. In the meantime the 
production has ranged between the £68 millions of 1921 (excluding the 
exceptionally low year 1922) and the £83,500,000 to which it has 
recovered to-day. It has remained practically stationary for about 
six years past. 

When one surveys the world the prospects are not bright. All 
countries, except the Transvaal and Canada, showed the highest pro- 
duction between the years 1903 and 1914, centring round 1911. With 
the Transvaal now claiming 53 per cent, of the total, the United 
States and Canada follow at a considerable distance as second and 
third, with about £8 millions to £9 millions, or about 10 per cent. each. 
No other country contributes as much as 4 per cent, of the total. 
Apart from the Transvaal, the world’s output has fallen from £58 
millions in 1915 to £39 millions in 1929, a drop of 33 per cent. The 
United States since 1915 has fallen from £20,800,000 to £9,100,000, or 
by 56 per cent., Australia from £10,200,000 to £2,500,000, or by 75 
per cent., and Rhodesia from £3,900,000 to £2,400,000, or by 33 per 
cent., while Canada has increased from £3,900,000 to £8,100,000, or 
by 108 per cent., and the Transvaal from £38,600,000 to £44:,300,000, 
or by 15 per cent.,\herest of the world shoving a decline of 10 percent. 

Passing from countries to sources of production, alluvial has 
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declined from £25 imllions around 1 855 to 1 860 and £ 1 2 millions around 
1900 to, say, £4 millions to*day, while the production from reeifs has 
dropped from £50 millions around 1915 to £32 millituis to-day. a fall 
of £18 millions, while in the same jx^riml the yield from banket has 
risen from £38 millions to £44 millions, a rist^ of £6 millions. 

The British Empire s share of the production is a hijithiv im]K>rtant 
one and has been slowly rising for some time, so that it now stands 
at 71 per cent. As the United States yields 1 1 per cent., a total of 
82 per cent, is claimed by Anglo-Saxondom. The rest of the work! 
gives only £15 millions a year. 

In considering the future prcKhiction. it is im}K)rtant to remeniln'r 
that the method of occurrence of gold is largely unique. Other mentals 
are usually found chemically combined or intermixtHl with assoeiaUHl 
metals, and are seldom found native. They are hardly ever found in 
alluvial or banket, and exist almost entirely in nn'fs and in lim(^stone 
or other deposits. By reason of their occurrence and tluar iussoeiat ion 
with other metals, there is less liability to sudden inen^ase or deereast^ 
of output and, in fact, the production of the base metals increases (or 
rather increased over the fXTiod 1880 to 1913) at a (comparatively 
steady rate of 4 to 54 jier cent, jxt annum eom{N)und lu^cording U ) 
the metal mined, the rates being 5.1 ikt cent, for co|>|K‘r, 44 jn^r cent . 
for iron and about 4 per cent, for zinc, lead, and tin. Hut with gold 
the position is entirely different. It is mostly won for itself alone* ; it 
is almost always found native, that is, chemically fre(» ; it is alriu».st 
entirely found in reefs or lodes — that is, in dej)osit.s of igncMUis origin 
where cracks have appeared in the earth and have been lilh*d uji by 
quartz — or in the alluvial derived from the disint<*gration of the r<M*fs 
and, since 1886 only, in banket or ‘pudding stone', which is a wdi- 
mentary conglomerate of quartz jKd)bles. Hence, gold is subj(*ct to 
sudden changes of output owing to alluvial disitoverics, whose yield 
quickly waxes to a maximum and then dimini.sh(rs, and tx> such an 
exceptional circumstance as the discovery of ih(^ Rand banket . 
Banket is not known as a gold carrier anywhtTc in thc^ world cxc<*pl 
in South and West Africa ; while in West Africa the jircwl notion nev<*i 
exceeded £1,700,000 in a single year, and is now less than half of that 
amount. 

The maintenance of the gold output is largely diqK^ndent ufion nt*u 
discoveries. It will be appreciated that a gold-mining profn-rty is a 
rapidly wasting asset. It is necessary for financial reasons to work 
out a mine in a comparatively short time, and on the Rand the opti- 
mum period aimed at is twenty years, though many of the mines l^t 
much longer. The Rand as a whole is already over forty years old. 
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I propose to say something on the probable future output of gold, 
and it is advisable first to deal with the criticism that estimates of 
production may easily be vitiated by new discoveries. In the past, 
gold discoveries have been separated by long periods of time. The 
Russian discoveries were made in 1814, then there were the great 
discoveries of 1848 and 1851, and then a scries of discoveries of vary- 
ing imjiortance from 1886 to 1909. Omitting countries which have 
never produced more than £5 millions in a .single year, we have Russia 
in 1814, followed by an interval of thirty-four years until the Cali- 
fornian and Aastralian discoveries in 1848 and 1851. These were fol- 
lowed by another interval of thirty-five years when there were again 
no finds of any importance. Finally we have the Rand in 1886 and 
Western Australia in 1890 to 1893, with nothing since except the 
Mysore district of India, the Yukon district of Canada, Rhodesia and 
the Porcupine district of Canada between 188!) and 1909, each with 
outputs at the highest points ranging from £2,500,000 to £5 millions 
in a single year. Averaging all these occurrences we have four alluvial 
discoveries, reaching their maximum in four years with £8 millions 
each, four reef discoveries reaching their maximum in seventeen years 
with £5 millions each, and one banket di.scovery which has lasted forty- 
three years without having reached the top and has so far attained 
£43,500,000. I'hus thirty-six years have so far passed without any 
discovery of outstanding importance and with nothing in sight except 
New Guinea, whose output in 1927 and 1928 was £240,000, and the 
Belgian Congo, w'hich has reached £600,000. Never in history, apart 
from the Rand, has any new gold country been discovered which has 
shown more than £9 millions a year at its maximum. (I take the 
separate states of Au.stralia as separate countries.) Is not this some 
indication of what one can expect in the future, remembering that the 
tlays of new alluvial discoveries (the last was Yukon in 1897) seem to 
be practically over, while a new banket country has not been dis- 
covered for forty -three years ? One must apparently depend upon 
new reef countries, and no reef country in the past has reached more 
than £9 millions in a year. 

Past estimates of the Rand's later production have been much too 
low. I find from ten estimates made between 1913 and 1926 that the 
output for 1929 was estimated at figures ranging from £22 millions to 
£40 millions, averaging £30 millions, while it was actually £43,500,000. 
Of course these estimates come nearer to the truth the nearer they 
approach the actual year, but on the average these estimates were 
lielow the actual by as much as 4 per cent, per annum, reckoned from 
the interval between the year in which the e.stimate was made and the 
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year to which it applied. It should, however, be iH>inted out that all 
these estirnates were made upon a basis which sjave a iiiininiuTu 
rather than a true figure. Tliey were mostly made u|H>n ealeulatious 
of the lives of the mines, and the assuin]>tion that the existing rati' 
of production of each mine would remain unchanged until the end 
of its life, or at any rate would not inert^ase. so that all est imati's of 
the kind, except so far as they provide for new product'rs. n\ust in- 
evitably show’ a declining figure each yea!\ In practice, of coursi*. the 
Rand output has not declined eiich year, so that then* must have been 
.something WTong with the basis taken. \\ ith this exjK*rii'nce in mind, 
a new^ method has been adopt'd for the j>rcsent ivstimate l)y allowing 
for favourable factors not taken into consid(*ration bi*fi»re. su(*h as 
improvement in grade, acquisition of additional ground by existing 
mines, more generous provision for new producers, ami so on. and, in 
consequence, it is likely to prove to be much nearer to llu* truth. 

This estimate is based upon a detailed examination of the* prosjM'cts 
of the individual mines of the Rand, wliich accounts for ;"iL» per c<‘nt. 
of the ]>resent world output, w hile as n^gards \\w rest of tlu' world the 
trend of the last four or five years has been assumed to iH»idinue. The 
result suggests a total output within £I million or so of the |)n*s<»nt 
rate until (thes<‘ figures must only \h* taken very roughly), 

followed by a fall to £7(> millions by 1940, to £tU) millions l»y 1945, and 
to £55 millions by 1950— that is, as compared with 1929, a drop of 
2 per cent, by 1935, 9 piT cent, by 1940. 2S per cent, by 1945, aiul 
34 per cent, by 1950. This estimate must, of eourse, lu' assumed to 
less reliable as the period dealt w ith becomes more distant, but (ajMirt 
from new discoveries for which the estimates made vctv little all(»w 
ance) the prospect is that there will l)e a eonsid(»rahly aeccierated fall 
between 1940 and 1945. 

For the purpose of the work of this group, the annual addition to 
gold money is of more importance than the annual addition t/o 
gold output and it is therefore iieccs.sarv to go into the rnatb'ir of 
consumption, especially so far as that consumption is tin* result of 
demand and is not automatic. When new' gold is j .roduced and corner 
into the market, the industrial arts, together with India and t-o some 
extent China, lay claim to a large pro])ortion of it, and th<‘ balance, 
from the nature of things, goe.s automatically to swell the amount c»f 
gold money. That is, in practice the manufacturers of money have 
no say as to what those additions to their stock .should la*, and no 
matter whether the balance after the satisfying of demand is large or 
small, the manufacturers of money have to accept it, whcither t c > 
wdll or no. 
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The greatest demand upon gold until the last ten years has come 
from the industrial arts of Europe and America, which in the twenty- 
five years before the War — as shown in Table P which deals with new 
gold only — more than doubled their consumption. For the five quin- 
quennia starting from 1890 they absorbed £10, £13, £16, £19, and £24 
millions a year respectively, and the demand increased fairly steadily 
at an average rate of 4*3 per cent, per annum. The demand of in- 
dustry was £4 millions in 1850, £12 millions in 1873, £12,300,000 in 
1896, and £27,300,000 in 1913, which shows average advances of 4*8 
per cent, per annum compound in the two periods when commodity 
prices were advancing, and of nothing in the middle period when 
prices were falling. Further investigation shows that the difference 
between the rates of changes in commodity prices and the industrial 
demand were from 2J per cent, to 3J per cent, per annum — that is, 
the industrial consumption added to or withstood the changes in 
general prices by this order of percentage. I should explain that 
since 1913 I have had to go by very incomplete figures of the United 
States Mint to get totals — I have had to fill up the gaps they have 
left — and according to my figures the annual average of £24 millions 
per annum in 1910 to 1914 has dropped to £18 millions, £17 millions, 
and £15 millions in the last three quinquennia. 

These later figures for industry have been criticized, mainly because 
they seem too low. It is known that the United States has increased 
its 1910 to 1914 average gross demand of £9 millions per annum to 
£13 millions in the last five years, but its use of old material has in- 
creased from 18 per cent, to as much as 45 per cent., with the result 
that its new gold demand of £7 millions per annum in 1910 to 1914 
remains unchanged for the last five years. Of course my figures deal 
with new gold only, not the gross consumption of gold in industry. 
The balance of America and Europe on my computations has fallen 
from £17 millions per annum in 1910 to 1914 to an average of £8 
millions in the last five years. It has been doubted if the drop has been 
so great as 50 per cent., but Great Britain has fallen as much, Ger- 
many seems to have reduced its former £4 milUons to a tenth of that 
amount, and the much lower figures now estimated are perhaps under- 
standable in view of the impoverished conditions of Europe, coupled 
with the fact that more old gold is doubtless being re-used, heavy gold 
jewellery has given place to lighter articles or has been replaced by 
platinum, and so on. 

On the present figures the United States' proportion of the in- 
dustrial demand was 20 per cent, in the ’eighties and 30 per cent, for 

^ See Table I. 
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the ten years before the War, while that proportion is now 4r) jwr 
cent, or 50 per cent., which is not very surprising in view c»f its con- 
sumption of 45 per cent, of the worhi's production of iron and steel. 
44 per cent, of its copper. 43 jht cent, of its tin. 38 {kt cent, of its Ien«l! 
and 37 per cent, of its zinc, or a general average of 40 jH'r « ent. of 
these quantity factors. 

Of course, if the industrial figures I take arc' too low the aiuouiit 
remaining for money is reduced.^ Tlie absorption India, duna. and 
course, definitely known from the trade n'tnrns, subjec't 
to the addition of the prodiietion of those count ries. In ease anv onc> 
finds a discrepancy in regard to the figure's given for India, it may be 
pointed out that they have regard not only to the varying value of 
the rupee but take gold at its gold value and not at the' e'.ommereial 
prices which were in force between 1919 and I92r». 'l lu're is one' 
omission in my figures, and that is the amount of gold, t'stimaU'd at 
as high a figure as £20 millions, which was illicitly iin|K)rte'd into India 
in 1920 at a time when South African ex|)orts were* prohibitc'd e*xeept 
under licence and Indian imports were rt'strieted. (Jold at the' time* 
was circulating in South Africa ; the hanks had to hand out gold when 
ever it was demanded, the drain on them being so grc'at that thc'V 
came to London and bought their sovereigns at twenty-six shillings 
apiece, or thereabouts. 

The Indian demand in the twenty-five years from 1S90 avi'ragcMl 
by quinquennia £1, £5, £(>, £10, and £19 millions jk'F annum, that 
is, it increased at a far greater rate than the* industrial eh'inand. hut 
it was so irregular that it would he rnisle'ading to give an ave'rage 
rate. Over the twenty-five years to 1914 India took an amount e'fjual 
to half the industrial demand, hut it was rapidly ove*rtaking it U>- 
wards the end of the period. Imthc fiftcM'n ye*ars sine^c' 1914 it hivs 
absorbed as much as industry. 

It need hardly be pointed out theit India's rlc'inand for gold, kiikm^ 
it reached notable figures, has hc^en a matter of comparativ(*ly re%<?ent 
growth, and is the result of increasing wealth, it r(*i)n^senis, howewer , 
the result of an age-long habit which, directcM? at first largely tn 
silver, has in quite recent times turncid towards gohl without 
diminishing the demand for silver. The habit was intc^rfi'resl wit h by 
the gold import restrictions of 1917 to 1920, hut for the past fiftwn 

^ Mr. Kitchin has since, as a result of the invi*«tigaiionK of the (loUi Ih;h*«A- 
tion of the Financial Committee of the League of Nations, f*oiitamed in lU 
Interim Report (Geneva. 8th September. 193U) revis4Kl his fiifu res for incl list rial 
demand from 1916 onwards. The new figures total £106 mifiiofiH, £I04 
and £87 millions for the three quinquennia to 1929, or £44 rnillioiiH for the 16 
years above the figures of Table I. 
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yearB the average demand has been £16 millions per annum. Efforts 
are being and will Yhh made to induce the inhabitants of India to make 
better use of their wealth, though it is to be doubted whether these 
will have any but a very slow effect, and the history of the partial 
change over from silver to gold, which was not incon.sistent with an 
increased demand for silver, suggests that though, through banking 
and other facilities, more of India’s savings will go into interest- 
bearing investments, we may nevertheless see a further increase in 
the demand for gold. 

It is probably a mistake to .suppose that India takes appreciable 
amounts of gold for the purpose of hoarding it. Though a certain 
amount of hoarding takes places — and it is notorious as regards some 
of the prince.s — the gold is mainly used as a form of wealth which is 
turned into jewellery and ornaments, being largely converted into 
ear-rings, nosevrings, brac^elets, and toe-rings, or an\iihing which a 
woman can pla<‘.e on her body. "J'heso are largely used by way of 
dowry, and it is hard to believe that investment can replace them tf> 
any great extent unless there is a radical change in present ideas. 
The hal)it of acquiring gold and silver is ingrain(‘d. In the older days, 
when India was ungoverned and unsettled, and the inhabitants had 
to be constant 1\^ pr(q)ar(Hl to leave their homes at a monn^nt ’s notice 
to escajK’i tlieir <'neinies,it w as advisable for tlu^in to have their wealth, 
as far as possible, in jiortable form, and it was therefore put into such 
shape as w'ould be capable of being borne by women. I l>elieve it is a 
Hindu custom or law' that no Hindu wife can be left more by her 
husband than she can carry on her body. 

'faking all forms of demand together (the industrial arts, India, 
('hina, and Egypt) we find that it increased o l per cent, per annum 
between IS.IO and 1873, 1*1 jH*r cent, per annum between 1873 and 
1866, and fi-fi per cent, per annum between 1896 and 1913; that is, 
broadly sjHmking, it increased all the time but with a due relation to 
the trend of coininodity prices. The difference betw een the change in 
commodity pri(H\s and in this demand for the three j)eriods was 3*6 
jwreent., 3*5 per cent., and 3-7 per cent, respectively, in favour of the 
latter. In the fifteen years since 1914 the demand, averaged over five- 
year periods, has been fairly steady around £34 millions per annum, 
which is also the average rate for the previous fifteen years. 

Having dealt with the demand, w^e now come to gold money, 
which increases by the balance of new' gold left over. My computa- 
tion of the stock of gold money, w'hich is set out in Table I, does not 
represent a physical count made year by year, but is built up by 
adding all the new gold that is not taken by the industrial arts, India, 
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China, and Egj’^pt. It therefore represents the stock for the rest of the 
world and it gives a continuous and consistent annual rt^cord over a 
long period, and for that reason I suggest it will lie found useful. My 
figures naturally can be tested by the ]ihysical counts of i>thers, which, 
however, must alw’ays l)e subject to douVd owing to the amount of 
money in circulation being incapable of Inung c<iunted and l>eing 
therefore largely a matter of guess-work. My figures aie 8 |H*r cent, 
above those of Suess in 1890 and 7 jht cent, below those of the H’a// 
Street Journal in 1894, while from 1898 to 19iri the average diflerenee, 
as compared with the estimates of the Wall Street Journal and the 
United States Mint, was only li per cent. After the time t>f the out- 
break of War my figures are appreciably above those of physical 
counts, for the reason that the latter are obviously incolnphi 4 ^ but 
in recent years they agree within 2 |H'r cent, with the fairly w'cll- 
know’ii statistics of Wirtschaft uml Statistik. 1 have made my own 
physical count as at the end of bust year, which .shows i‘2, loo millions 
in central banks and treasuries and 1*129 millions in other banks (in 
wiiich 1 include the amount the United States 'freasury |H‘isistently 
gives as in circulation), and if one allows for £o2 millioiiH as being 
partly still in circulation but mainly hoard<*d, the agreenu*nt, with 
my figure of £2,9:i() millions, is complete — |KThaps t'<K) i^ompk^te ti> be 
satisfactory. 

As the annual a<ldition to money is a diili‘ren(*(‘ figure arriv<*d at by 
comparing the total demand with the gtdd output whilt^ the mitpiit 
is not steady, there is, of course, clanger that the* midition to money 
may l)e subjected to a squeeze unless the demand and the golil output 
wax and wane together. They do sr^ to .some' exUait, but not alt4)gether. 
After the Californian and Australian <liscoveries the ouifHjt in the 
’fifties was £2fi millions a y(*ar, of which gold numey s(‘cure<l £29 
millions, but over the fw^riod IS79 to I8S9, with the gold output re- 
duced to £22 millions, the average annual addition to money was re- 
duced to £8 millions, the average for thesi.x ycNirsto 1KS1 in fa^-t being 
less than £5 millions per annum. TIu’ .stockof gold money has doubh^l 
within the hi.st twenty-five yc-ars, aiul during that time th(‘ annual 
addition has fluctuated between £12 millions and £(>8 millions, and, 
although there are wide difTerences, the? avi?rage ov<?r any part of the? 
last tw’enty-five years ranges around £48 millions. 

Professor Cassel has shown that between I8o0 an<l 1910, when 
commodity prices w'ere at the same lev<d, the total Htoc?k of gold by 
which he means the total of gold jiroductwl, and not merely gold 
money — increased at the rate of 3 per cent. jKT annum, and ho thf?rf?- 
fore assumes that, on pre-War conditions, an annual gold j)nMluctioii 

F 
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equal to 3 per cent, compound on the total stock of gold was necessary 
to support the world’s rate of economic development. Be it noted 
that he does not say that the rate of development was 3 per cent., but 
that an addition of 3 per cent, to the stock of gold w'as necessary in 
order to supjiort it with a stable level of prices, no matter w'hat the 
rate of development itself might have been. I think one can test the 
correspondence between money and prices much better b3' comparing 
prices, not with the total stock of gold, but with the stock of gold 
money. Working on this stock as computed by me on the basis 
already mentioned, it is found that the average inerease in the stock 
of gold money from 1850 to 1910 statistically determined was 3*1 per 
cent, per annum. This is not merely at the beginning but throughout 
the range. Thus it is held that on the basis of 1850 to 1910 an increase 
of 3*1 per cent, per annum compound reckoned on the total stock of 
gold money was required to support the world’s economic develop- 
ment as experienced in that period, and with a stable level of prices. 
If we plot the curve of commodity prices and compare this wdth the 
gold money line representing the ratio l)etween the actual stock of 
gold money and that stock as it would be if it increased at the regular 
rate of 3- 1 jier cent, per annum, one finds a remarkable correspondence 
all along the line if one allows for trade cycle fluctuations. Prices 
leave the gold money line most at 1873 and 1890, which, of course, 
were the years of highest and low'cst prices of the whole sixty years. 
The fit is much closer than that secured by Professor Cassol’s original 
method, and a graph showing the tw’o lines is very convincing. 

The increase in gold money was above 3-1 per cent. i)er annum 
from 1848 to 1861 and commodity prices rose from 1850 to 1864 or 
1873. Then the increase in gold money fell below 3-1 per cent, until 
1893 and commodity prices fell until 1896. The increase was then 
above 3-1 per cent, to 1918 and commodity prices ro.se until 1920; 
and the increase has been l*elow 3- 1 per cent, since, while commodity 
prices have fallen to date. Similar changes arc found in the bank rate 
and many other money factors. Even quantity factors are also 
affected to the extent that the rate of progress becomes somew^hat 
retarded when the rate of increase in gold money is reduced. 

Since 1913 the average rate of increase in the stock of gold money 
has been 2-5 per cent, per annum, and as this is 0-6 per cent, below 
the rate of S- 1 per cent, supposed to be required, on pre-War experi- 
ence, to keep prices stable, wholesale prices at the end of 1929 should 
have been at 90 per cent, of the 1913 level. 

Fundamental*changes, however, have taken place in the distribu- 
tion of gold money as a result of the War. In the sixteen years from 
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the end of 1913 gold in central banks and treasuries has increased 
from £972 millions to £2,155 millions, or by £1,183 millions. During 
this time £1,292 millions of new gold was won from the earth, of 
which £535 millions was used to satisfy demand, leaving £757 millions 
to be added to gold money, all of which it can be tussumed went into 
the central banks and treasuries. The balance of £42(5 millions which 
flowed into the central banks came mamly from gold in circulation 
before the War, which is reckoned to have biH'ii round about £480 
millions. At the end of 1913 central banks and treasuries held (52 }>or 
cent, of the total stock of gold money, while at the c^nd of 1929 they 
held as much as 92 per cent. In sixteen years it rose from (52 (^ont. 
to 02 per cent., suggesting an analogy to the elTects of the cyanide 
process of recovery of gold, although, of course, there is no connexion 
betw'een the two. 

It is evident, therefore, that monetary conditions havt^ vitally 
changed and that one must have rc'gard, not to the total stiwk of 
gold money, but to that part of it whi(rh luis Ikhmi collected into 
central banks and treasuries. The increase in gold so centralized Imv 
tween the end of 1913 and the end of 1929 av(*raged 5- 1 per cent. |)er 
annum compound. If the 31 jht cent, rate of 1851) to 1910 still holds 
good, it means, as applied to ctentralized gold. 5*() jxr (H‘nt. as at the 
end of 1 9 1 3 falling to 3-4 per cent, as at the end of 1 929. a rid t he pn^sent 
difference between 3-4 |K*r cent, and the av(*rage increase^ of 5-1 jx^r 
cent, since 1913 would indicate a price level of 131 at the en<l of 1929 
on the basi.s of 100 for 1913. The actual level for l)c‘cemher, 1929. was 
129 in this country, 132 in the United States, 12(5 in the live leading 
countries, and ])erhaj)s 132 the world over. Oik? could n(»t, of (course, 
apply this test to the jxTiod 1914 to 1920, when conditions wc»re ab- 
normal, and it cannot be said that thc\ have reacdic^d normality yet. 
Further, I do not want to sugge.st that this in<^n*a.se rate cran bf> used 
as a measuring rod for prices without considerable qualification. 

I should like finally to draw your attention Ui tlu^ table on page 54 
of my memorandum, w hich embodies the estimates of gold produ(;tion 
for the next twenty years already referred to a ul gives tlu^ balance 
added to money if that addition continu(‘s to nqiresent 58 |H*r cent, of 
a declining output. The latter, I am careful to say, is not an estimate. 
It merely show^s what the result w'ould U? if the p^ist jM?re<uiUigc 
applied in future. It has been objccUid that if the? gold outi»ut falla 
off as assumed, there is no reason for supfK)siTig that the total flernand 
W'ould fall proportionately, so that the balance to be ^Ided to money 
would be leas than showm. One w'ould cxjKJct the demand to decline 
as a result of declining output, becau.se that would mean lower 
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commodity prices, but I should expect an appreciable lag and, if the 
objection is good, you will note that it only intensifies the conclusions 
to be drawn from these figures. 1 have not allowed for any further 
drain of old gold money into central banks and treasuries, as on my 
figures they already hold all but £180 millions, and a large proportion 
of this must remain in other hanks, while gold in circulation is not 
entirely a matter of the past. But if £50 millions of this £180 millions 
still uncentralized were to come in during the current five years, the 
centralized gold would be raised from £2,155 millions at the end of 
1929 to £2,448 millions at the end of 1934, and the rate of increase for 
the five years would be raised from 2*2 per cent, to 2'6 per cent. I 
want, however, to give a general rather than an exact picture of what 
I believe is coming, and that is that, on 1850 to 1910 experience, an 
increase in the gold in central hanks and treasuries of somewhere 
between 3*1 per cent, and 3-4 per cent, is required to keep prices 
stable if the world’s rate of development is not slowed dowm, and 1 
cannot conceive of an^’thing like this rate of increase being attained. 
The picture drawn is that commodity prices to date have been sup- 
jK)rtt^d by a concentration of gold in central banks and treasuries 
which has increasetl from 62 per cent, of the total stock in 1913 to 
92 jMjr cent, to-day — a process which obviously is not capable of being 
repeated and must be nearly at its end — and that a fall in the trend 
of wholesale commodity prices for an indefinite period (moderate at 
first but increasing with time) is in prosptHjt. This long-drawn-out 
decline in prices cim be compared with that which covered the jieriod 
from 1873 to 1896 — when gold money was increasing at the average 
rate of li per cent. j)cr annum, which is the average rate I visualize 
for the coining twenty years and, so far as I can see, it can only be 
avoideil or mitigated by increased economy in the use of gold. 

Dificufision. 

Mr. E. L. Er.\nkun : In connexion with the annual addition to the 
stock of gold mone^’, Mr. Kitchin estimates that the average over 
any part of the last twenty-five years ranges around £48 millions. 
There are three different Avays of calculating this figure — I had 
reckoned it at about £70 millions^— and 1 should like to ask one or 
two que.stions. In considering gold imports into India, and remember- 
ing the fact that in 1929 £6 millions of this gold was in the form of 
sovereigns, that amount of sovereigns should be deducted, because one 
does not know wjiat the soA’^ereigns are being used for. Abo taking the 
:(10 millions or £12 millions of old gold that has been re-melted and 
realized, is it considered that that gold went back into the arts, or was 
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it sold to the banks in various places, or what proportion of it was 
sold? That makes a considerable difference. I would also like to ask 
whether the fact that the Indian demand shows a teiulency at the 
present time to diminish has been taken into account, because the 
total amount of gold sent into India, excluding soveivigns, was last 
year only £7,500,(.K)0. Also there is the fact that during the first part 
of this year the demand for India is very much smaller : and 1 would 
like to know whether that has l>een taken into aivount. 

Mr. Kitchin: In this statement I deal only with new goKl ; and 
that being so I think the figures stand. In the cas«‘ of Imlia, 1 take* 
into account sovereigns imporU*d. 1 take it th«*y are largely usenl for 
exactly the same pur{x>.se us liuliion. I akso, of courst*, s}k>w a dec^line 
in the Indian demand. 'I’hat is shown clearly in the .second column of 
Table 1, which shows that in lt>25 it was t‘2S millions, in the previous 
year it was even £r»2 millions, while it dtH'liiu*d to i‘l4 millions lost 
year. 

Mb. D. H. Robkrtson: Would Mr. Kitchin enlighU'ii us a little 
further on a matter on which he has been kind enough to give me 
some private instruction ' All of us who follow these things have 
taken Mr. Kitchin's figures without <|uestion, if for no other reason 
because we knew of no others, until last year when an Ameri«ran 
gentleman. Professor Kilie of ( 'liicago. irrupted into tin* fi<“ld with s«mu* 
figures which differed rather .s(*riously from Mr. Kitchin's figures. 
Perha|>s 1 might recajntuiaU* the diflen*nce. Profcss*>r Kdie esf imaUsI* 
that at the end of IIMH the monetary .sto(^k of gold was £1 ,K:i2 millions, 
as contrasted with Mr. Kitchin's £I,r>7J» millions, that is to say, it 
was about £250 millions greater: whereas, near the end of l!»2H he 
estimated the monetary stock of gold at £2,2(»5 millions, which was 
some £70 millions less than Mr. Kitchin c.stimaU*d. If thus** tw«i 
figures were right, it woidd f<»llow that the rati* of growth of the 
world's monetary gold — gold available as money — would have Ins^n 
considerably le.ss during the interval than we In; ve assumed from Mr. 
Kitchin's figures. It would work out that Mr. Kitchin would have 
.shown, during the fifteen years of the War iK*riod, an annual rate of 
growth of the world's monetary stock of £47 millions ; whereas Pro 
lessor Kdie showed an annual rate of growth of only £25 millions. 
Professor Rdic was working on physical counts, and. aft<;r allowing 
for the absorption of India, put whatever he could not otnerwise 

* Edie: Capital, the Money Market, and Cold. 102«. (aiicago Hniveiwity 
Press.) Chapters iv-vi. 
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account for on the consumption of industry. Therefore, he had to 
make an enormous estimate of no less than an average of £35 millions 
a year during that fifteen-year period for the consumption of industry. 
Mr. Kitchin convinced me in private conversation that that was likely 
to be much too big, and his own estimate of something like £15 millions 
a year during the last fifteen years is much more likely to be right, on 
the probabilities of the case. But 1 am still left in doubt how to inter- 
pret Professor Edie’s figures, because the estimate of the amount of 
monetary gold in the world in 1913 did appear to be rather plausible. 
It differs largely from Mr. Kitchin ’s ; and part of the difference con- 
sisted of the figure of an additional £80 millions of hoarded gold in 
France, for which he gave a reference to some pronouncement of the 
Bank of France, made, I think, last year. The Bank of Prance an- 
nounced that the rate at which hoarded gold was coming to the Bank 
showed them that there must have been much more monetary gold 
in 1913 in France than anybody had ever supposed ; and that the real 
figure in 1913 must have been no less than £80 millions more than 
anybody had ever imagined. What is right for the past does not 
matter at all, except that in order to make sense of Professor Edie’s 
figures one would have to suppose that the consumption for industry 
was considerably greater than Mr. Kitchin has estimated. If that were 
so, it would mean that the position, which, as Mr. Kitchin has shown 
us, is sufficiently serious, would be still more serious for the future. 
I do not know if it is fair to ask Mr. Kitchin to tell us in particular 
about that point as to the £80 millions, and whether there is ami;hing 
to be said for Professor Edie’s estimate of the gold stocks of 1913 
having been considerably bigger than previously supposed. 

Mr. Kitchin : In my estimate I took as the amount of gold circu- 
lating in France at the end of 1913 the figure of £160 millions, which 
is the United States Mint estimate, based, I think, upon de Foville’s 
estimate of many years before. The Bank of France, it is true, has 
somewhat recently estimated^ that there w^as £250 millions in circula- 
tion in France at the end of 1913. The Bank of France in its reports 
for many years gave the amount of gold w^hich w^as brought out of 
circulation, and I think that the total comes up to something like 
£130 millions. All the figures that I have been able to put together 
have totalled up to that. It is also a remarkable fact that some £25 
millions of that came out in 1926 and 1928, after an interval of many 
years ; so that a good deal of that hoarded gold was still being kept 
back by the piAilie. If you assume that to-day there is a sum of 

* £die, op. cfC, p. 26. 
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£20 millions hoarded in Prance, to a large extent you justify that old 
figure of £160 millions. 1 think that the figure^ of £250 miilions 
estimated by the Bank of France as the amount of gold in cirtmlation in 
Prance before the War is an exaggerated one on all the evidence 
we have so far.* I ought to point out that all this criticism of l*ro- 
fessor Edie’s with regard to the amount of gold in the world at the 
beginning and end of the peritxl is largely beside the point as rt'ganls 
my figures. My figures are all bastxi ujwn the amount of new gt>ld 
won, the amount of that gold used as we believe it was usetl, and tlie 
assumption that the balance was added to money. As Mr. Uolx^rtson 
has pointed out, if Professor Edie's figures were eoireet, you would 
have to assume an average consumption for industrial uses hu Kurofn* 
and America only of £25 millions or £27 millions a year, which is nu»re 
than twice my figure. I cannot agree with that figure at all. 1 have 
had a letter from Professor Edie — I put lR*forc him my jKiint of view 
and he says that he is profoundly dissatisfied both with his own 
figures and with mine. 

Mr. R. O. Hawtrky: If I might piirstu* that point, it is a little 
difficult to explain why then* has Ikh'ii such a heavy fall in tlm new 
industrial demand in re<!ent years. 'I'he figures show that tins pre- 
War demand of £120 millions in five years has fallen fairly st<uulily to 
£75 millions during the hist five years. There has Im*<?ii a tnule de- 
pression, of course, but, on the other hand, the purchasing [Kiwer of 
gold has fallen. It seems to me that the j>os.sihle explanation of that 
falling off lies in the fiict that the dehris of the g«>ld in circiilatioii 
before the War could very t»ften be more profitably dis|H>s(‘d of t«* 
jewellers in recent years than to the central hanks. If £120 millions 
of gold has been collected from circulation in Prance situn^ 1014, and 
if £30 millions of that came in under the legislation of 1026, clearly 
there was a large number of people with gold coins at their dis]Mtsal 
with no immetliate pro.spect of realizing them excej»t hy selling thein 
to jewellers. That is not p<*culiar to Fram^e. 'I’here were other coun 
tries which had considerable gold c«)in circuletion, and many whiidi 
had some gold coin circulation bt^fore the War. 1 rememlxir Msang 
collections of gold and silver coins in 1026 or n«21 in Hungary, for 
example. It is probable that there has lH«n a fairly steady leakage 
from the monetary to the non-monetar\' side which is not diselosetl 
in the statistics of industrial consumption, and which woukl hav<* 

* The total has since l)eeii estimated at £210 millions ia the (/■’irst] Intfrim 
Report of the Gold Delegation of the Fimtneud Committee of the Lnigue of Satiotm. 
p. 114. (Geneva, 8th September, 1930.) 
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the effect of making the result rather closer to Professor Edie's con- 
clusion, and rather more jiessimistic. Mr. Kitchin says he has checked 
his figures of total monetary gold against the various estimates 
that have been made from time to time. You can get a fairly close 
estimate, 1 think, by choosing the years in which you take the gold 
in the central banks and treasuries, particularly if you take the 
Federal Reserve Board’s estimate for 1917 when the greater part 
of the gold in circulation in Europe had l>een collected into the 
central banks, and l)efore the gold in Russia had l^een dissipated — 
while it was still in the Imperial Bank. You find that the total in- 
crease in monetary gold during the period 1917 to 1929 was a little 
over £600 millions. Against that you have to set all the gold that 
was in active circulation in 1917. I am not prepared to give the 
exact statistical analysis or results of that ; but it struck me that 
that particular year 1917 was a useful one to take for the purposes 
of corroborating estimates, because you get the bulk of the previously 
circulating gold coin concentrated in the central hanks and treasuries 
in that year. It was before the chaos that appeared in 1918 and 
subsequent years aftcu* the Russian Revolution and after the collapse 
of Central Europe. But the main jKiint I got up to make was con- 
cerning this question of the leakage of gold, in the form of gold coins 
in hoards, into industrial use in recent years, and to raise the question 
whether we may not ex}K?ct a rather substantial increase in industrial 
demand in the coming years, esj>ecially if the trade depression and 
the rising value of gold are stopjxjd. Assuming that we want to 
stabilize gold, and assuming that we secure our object, part of the 
causes which would have diminished the total industrial demand 
would have been modified. If on top of it we find that the industrial 
demand in recent years has been supplied from stock in the form of 
hoarded (^oin, that seems to me to make a serious difference to the 
situation. 

Mr. Kitchin : That all enforces my argument, does it not ? 

Mr. H awtrey : Yes. 

Mr. Kitchin : I have before me the figures of industrial gold used 
in Prance. They are remarkably high. In 1922, £1 1 millions ; in 1923, 
£10 millions ; in 1924, £9 millions ; then £6 millions ; then £6 millions ; 
then £5 millions. It is falling all the time ; but they are very heavy 
figures. I have taken throughout that period £2 millions to £3 millions 
of new gold, not on a very scientific basis, but mainly by looking at 
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what they are supposed to have used iu new gold l>efon^ the War, 
which was £3,500,000. These figim^s for industrial ooiisuniption 1 
know are open to criticism, es|X'cially tvs 1 have had to fill in the ga|>s 
in the United States Mint compilations. I may say that the I’niU'd 
States Mint is now giving fairly full figures, but of gross gold usihI. 
The figure I want to get is new gold — net gold : and the diflicult v 
mainly arises in reducing the one to the other. 

Mr. Hawtrey : Do 1 understand you to take as a priori a |)rohabIe 
assumption that the industrial demand had diminished since the War i 

Mr. Kitchin : No. 

Mr. H.\wtrey : You say that the new gold iK'fore the War was 
£3,500,000, and you assume it falling U) £2 millions { 

Mr. Kitchin : On those figures of £0 millions to £1 1 milHons (d 
and 1924, I have reduced it to £3 millions ; and on the £5 millions U) 
£6 millions in the subsequent thrw years I have reducuMl it Ui £2 
millions iK^cause the total has come down in the same pro|H>rtioii. 
Before tin* War it was given as £3,500,000. 

Mr. Hawtrey: Are there any stati.sti(%s on the saim* basis of gross 
use of gold b(dorc‘ the War i 

Mr. Kitchin: Yes, 1 have not got them here, but in the riiiUHl 
States before the War, if you take three years, the gro.ss use f>f gold 
of the Unitisd States in 191 1 was £8,400,000 and the net £fi,8(>(>.tMK>. 
In the following year £7,400,000 out of £9,100.000 wiis new gold. In 
1913 £7,700,000 out of £9,400.000 was m*w gokl. When you ecuno to 
recent years (and w’e have figures for this as the I 'nited States eidliHjts 
pretty definite figures with regard to its own c'ountrv) yim have? 
£7,500,000 out of £13,500,000 in 1925 : £9 millions out of £15 inillionH 
in 1926 ; £7 millions out of £12 millions in 1927 ; aiHl £6,500.(H)0out of 
£12 millions in 1928. 'Phat is Ui say, 45 jkt cc^nt. of the n-icent figiiroH 
represemts old gold ; and only 55 jxjr cent, of the uw* in industry 
represents new gold. We have actual figun^s f<*r new gohl only for 
the United States and this country, aiul they total now £H millioriH 
a year. I suppose Mr. Franklin w'ould agr«* that the Knglish figures 
are not much more than gucs.ses ? 


Mr. Franklin : They are only guesses. 
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Mr. Kitchik: The English figures which are put in doubt are 
£1,700,000 net and £2,300,000 gross. But I have had to fill in a great 
many blanks. The only thing is that these figures seem to check with 
my physical count, always provided that the gold in circulation in 
France in 1913 was not £250 millions but £160 millions. 

Mr. N. Crump: If it is right to assume — though personally I have 
grave doubts — that an annual increase of 3 per cent, in the world’s 
monetary gold stocks is needed to maintain world prices at a stable 
level, then 1 agree that the difference between this ‘normal’ rate of 
increase and the actual rate since 1913 corresponds very closely with 
the actual rise in world prices which has occurred since that date. 
But 1 cannot help feeling that that proves too much, and I was rather 
relieved to hear Mr. Kitchin imply as much to-night. The first ques- 
tion I have to put is this : assuming the decline of the past few months 
is a short term movement, docs it not give us a little in hand, to set 
off against the deflationary effects of the retardation in the future 
increase in the world’s monetary gold stock which Mr. Kitchin out- 
lined to us? The .second, and far more imjwrtant, question is this. I 
do not think there is any doubt at all that the distribution of the 
world’s monetary stocks of gold to-day is extraordinarily uneven. 
France and the United States are obvious examples. Assuming that 
a more equitable distribution of the world’s gold stocks takes place 
in the future during the period which Mr. Kitchin has forecast to 
us, will not that ease the position to the extent of giving us some- 
thing more in hand ? If so, we may have something to offset against 
the future diminution in the world’s gold production which, unless 
corrected in the ways 1 suggest, and possibly in other ways, will, as 
1 agree with Mr. Kitchin, lead to a downward trend in world prices. 

Mr. Kitchin : I think it is undoubtedly true that the correction of 
the present mal-distribution of gold is one of the means of economizing 
gold, and would certainly help the position. Although I made the 
3'1 per cent, factor agree with prices in December, 1929, I put in a 
word of caution when 1 gave it. If you were to apply that in detail, 
you would find very considerable differences. It does not apply ab- 
solutely throughout. 


Mr. Crump: It proves too much. 

Mr. Kitchin* It proves too much. I was only using that over a 
period of sixteen years to show that there was some sort of rough 
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agreement. You find no agreement at all up to about 1925. From 
1925 onwards, for about four years, thcxe luus boon a fair amount of 
agreement ; but I would not press that jx)int at all. 

Mr. Haw’trey : 1 want to pursue that point of the ll* 1 per cent . 
The calculation that has been maxle, first by l^rofessor Casst'l aiul 
afterwards by Mr. Kitchin. avS to the aeiual iichhI for absorption of 
gold, is based on a j>eriod in Iwth cascv dating from soniewhcrt' about 
1850, and ending somewhere about 1910. Tlie periiKl chosen schuus 
to me to be such that it cannot jKissibly throw any light u|K>n the 
need for monetary gold at all. In 1850 or thereabouts, there was om* 
gold standard country in the world, namely. Great Hritain. 'rhen* 
was one bi-metallic country in which gold pnMlominat'CHl, namely, 
the United States. All Euroj)c\ apart from England, and I think 
the independent town of liremen, use<l either silver or else the hi 
metallic standard in which .silver prtHloininaUHl. Pnw^tically the 
entire currency for continental EurojH*. like the entire curreiicv t»f 
Asia was supplied w ithout any gold at all — not literally without gold, 
because ever since the Middle Ages, it hml l>e(‘n the custom tx) us<» a 
C/Crtain amount of gold coin in Euroin* as a merchants’ moiu'tary 
medium. But the standard wiis silver, both in countries like Germany, 
Austria- Hungary, Russia, Norway, SwihIcii. Dt^nmark. and Holland, 
whore silver was the standard ami when* there was inono-inc*talIisin, 
and also in Franco, IkOgiiirn, and countries which w'en* ostensibly bi- 
metallic. Some of the countrit^s 1 have? mentioned were* usually on a 
paper standard ; but that does n<it aihu’t my point, Is'cause the re- 
serves were in silver, Th(* pericKl, therefore*, in w'hich tfie absorption 
of gold w'as averaging .'M |>er cent, of tlie monetary supfily was one 
in wrhich practically the wdiole commercially advanced w'orld was 
transformed from a silver standard to a gold standard. 'I'herefore. 
any demand for gold was something that bael no relation whaic^ver to 
the normal monetary grow'th at all. It is also the case* that the Hariie 
period saw a great development of cnHiii iristrunients and credit 
organization, which would tend to economize gold to an enormous 
extent. What it amounts to is that of that |ierirKl, on jiceouiit of ilit^ 
last reason, vou cannot say quite definiUily that the absorption of 
gold was far above the normal during Ihost^ sixty yi^ars ; but you can 
say that if it w'as anywhere near normal it w'as jiurely fortuitous ; that 
the effect of the quite abnormal demaiui for gold clue to the* putting 
of these countries on the gold standard was offsi^t by the equally 
abnormal development of credit sub.stitutt^s. For thescj reasons, it 
seems to me that the 3'1 per cemt. is actually' base<l on no evidence 
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whatever. I do not mean to say for a moment that 3* 1 per cent, may 
not be a fair estimate here and now of the amount of gold that will 
be needed on suitable assumptions ; but in order to discover what it is, 
you have to make assumptions first of all of the natural growth of 
note circulation, or any other factor that the gold reserve has to be 
related to ; and, secondly, you have to make assumptions as to what 
the future relations of the note issue to the gold reserve are going 
to be. 

Nobody, so far as I know, has ev^er made any calculation of w^hat 
the growth of the note issue is likely to be. Generally the impression 
one gets is that the growth of the note issue in present conditions is 
rather slow, except in those countries which have just been through 
inflation, where the note issue at the end of the inflation was abnor- 
mally low, as it was in France. But in this country and in the United 
States, the growth of the note issue has been slow'. It does not follow 
that in every case the grow^th of the gold reserve has to be in propor- 
tion to the note issue. These seem to be considerations which one 
ought to have regard to in calculating the future monetary needs of 
gold. I hope that my scepticism as to the 3-1 per cent, will not be 
confused in any way with lukcw'armness with regard to the primary 
necessity of c^conomizing gold, or ))erhap8 1 should not exactly say 
of economizing gold, but of providing machinery either for economi- 
zing gold or absorbing gold, as may be necessary. What we are 
aiming at is to prevent not merely a world scarcity of gold, but 
also a world redundancy of gold. For that purpose you want to be 
prepared both to economize gold, if necessary, and also to absorb 
gold if necessary. These measures are just as necessary if you prove 
that the normal absorption of gold is only | pc’^r cent, per annum as 
if you prove that it is 4 per cent, per annum. In either case you have 
to be prepared to shield the monetary systems of the world from being 
disturbed owing to quite fortuitous changes in the supply of gold. 

Mr. E. M. H. Lloyd: We have often said, as though it stands to 
reason, that the United States and France have an excess of gold. 
But I want to understand what our standard is. We talk about the 
necessity for economizing gold. There is one thing in particular which 
I have come across recently, as estimated by Mr. Carl Snyder, namely, 
that the amount of gold in the United States represents about 5 per 
cent, or 6 per cent, of the total bank liabilities. He says it is not much 
greater, but something less than 1 per cent, greater than the propor- 
tion of gold to tolal bank liabilities in this country. It would be very 
uilfortunate if that figure of 5 per cent, became a sort of dogma. 
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Perhaps it is unfortunate that it should have been nuwle at all ; but I 
want to know, if that is the case, if thert’^ is any rhyme or reason for 
saying that the United States have nei'essarily got t<K> niueli gold, and 
if so, what criterion is to be applied ? Then let me take France. Tliough 
it is true that the Bank of France has increastHl her holding by al)oiit 
70 per cent, in the last two years, the ligiires given only show an 
increase of about 10 })er cent, in the holding of the Bank of France 
compared with what it was iK'fore the War. If in adilition to the 
holding of the Bank of France you had in France about f 100 millions 
or £2r>0 millions, whichever figure you like — 

Mr. Hawtrey : Th<‘ holding of tin* Bank of Trance has incrciistHl 
100 per cent, since before the War, has it not ( 

Mr. hhOYD: I took this figure fnun the Ix‘agin‘ of Nations Statisti 
cal Year Book as to the central banks and treasuries. It was £,'104 
millions befon* the War and £.*k‘h> millions now. 

Mr. Kitchin: My figure is £1104 millions Iw^fon^ the War ; but that 
includes £100 millions in circulation and £1 millions in other banks 
besides the amount in the Bank of Fran(‘c of £140 millions, it is 
now, assuming they have still luairded £20 millions. £:irir» millions, or 
£/)2 millions more than 10b*b But if you accept the Bank <»f France *s 
recent estimate of £2")0 millions as the amount of g<»ld in circulation 
before the War, in.stead of being £.**2 millions more than in IIMIi. it 
would be £.*1S millions less. 

Mr. Llovd; So that the increase in Fraiu^f* actually on the wlmle 
is not 80 exaggerated as the figures of the reecmt m<»v(*ment would 
suggest. Then there is a further point which I waiit to raise, if I may 
touch on the distril)ution of gold as w(‘ll as the product am of gold. 
There ap|K^ars to he an enormous amount of gold which cannot 
related to the working of the gold standanl. ^ on have £100 millioiiH 
in Spain, and you had recently £ 1 00 millions in lie* Argcfiline Bepiihlic. 
You have £40 millions in Australia and alxmt £:io millions in( anada 
and other places. So far as the working of tla* gokl standard is c<m- 
ccirned, certainly so far as Sj)ain and the Argentine Bepuhlic* are con- 
cerned, that gold has no relation to the working of the gold standanl. 
That reinforces the doubts which Mr. Kihdiin has c-xpressed as to 
w’^hether the increase in new gold between 1013 ai^l afUrr the V\ ar 
had any relation to prices. One other figure which 1 got out recently 
is certainly interesting, namely, that th<^ whole f>f the* gold holdings 
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of the British Empire is rather less than the Bank of France, which 
is surprising, considering the fact that more than 50 per cent, of the 
gold produced each year is produced in the British Empire. 

Mb. Kitchin: 71 per cent. 

Mb. Lloyd : South Africa itself, which produces all this gold, has 
fallen from £1 1 millions at the end of 1924 to £8,500,000 in November, 
1 029. I do not know what the explanation of that is. 

Mb. Owen Fleming: My impression, speaking from memory, is 
that the French gold holdings are in excess of the combined gold 
holdings of Great Britain and Germany. Could Mr. Kitchin give us 
details on this point ? 

Mb. Kitchin : 1 have the figures here. They are £336 millions in 
hVance ; £1 47 millions in Great Britain ; and £115 millions in Germany. 
That would leave France with £74 millions more gold than Great 
Britain and Germany put together. 

1 do not know if 1 might just deal w'ith Mr. Hawtrcy's point ? He 
threw doubt ujHjn the 3- 1 per cent. I said that the 3- 1 per cent, could 
not be accepted w'ithout very great qualification. Supposing during 
that period from 1850 to 1910 there was a continuous economizing in 
the use of gold, if that were the state of facts the argument would 
hold good. I do not suggest it was, but at any rate there is a very 
close correspondence between what 1 call the gold money line and the 
trend of prices during that time. I have given Mr. Hawtrey the graph 
which illustrates that, but it illustrates this also. If you do not take 
the period of 1 850 to 1910, but take the period from 1880 to 1910, or 
any other period you like you get more or less this position. 

Mb. Hawtbey: But they are all subject to the same objection. 
The passing on to the gold standard w-as spread over the whole 
period. 

Mb. Kitchin : The world w'as getting more and more on to the gold 
standard ; but if you take the last thirty years it was fairly general. 

Mb. Hawtbey: The passing on to the gold standard began with 
the bi-metallic countries between 1850 and 1870. It went on in Ger- 
many, Scandinavia and Holland in the ’seventies ; then it went on 
to other countries in the ’eighties, and to other countries again in 
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the 'nineties, and there is no one year in which you am avoid that 
circumstance. 

Mb. Robertson: Was it not mostly in the 'eighties ? 

Mr. Hawtrey: No; a great deal of it went on up to 1900 . The 
accumulation of gold in Itussia and Austria was quite exceptional 
then. 

Mr. Kitchin : It may be fortuitous : but at any rate the* facts swin 
to support the argument. 

Mr. Hawtrey : What your table shows is that tlu‘ net result of all 
the different forces at work was to cancel ea(‘h oth<*r out. As the 
factors against w hich the higher |>er cent, increase of gold catu^tds out 
are completely unknown, you are left with no result at all, Vcui have* 
tw'O or three enormous forc<\s at work, such as cTcdit substituU*H, 
growtii of production, and change, whulevi»r it was, in the projH)rtion 
of people’s resources in the form of money and credit. All those flut- 
ters are completely unknown, and are pulling in different directions. 
All you know is that there is a relative* (toiTes|K)ndence of the pricre 
level with the gold output. All it shows is that all these fontes other 
than the gold output <lid more or less cancel out ; but you are h'ft 
completely in the dark about what it was that you are cancelling gold 
out agaimst. You do not know' what the situation would be if you 
eliminated this particular circum.stance of the geiu*nil passagi* on to 
the gold standard. That would have been a radical change in the 
<?ircumstanccs. You do not know how' far conditions either as to 
economic expansion, or as to credit substitut4*s, or as to 1h<‘ habits of 
the people in regard to tli<* amount of money and bardt crn*dits ilu^y 
hold in the future, will corresjKuid to the past; so tliat yi>u are left 
completely in the dark, so far as statistical guidance is (MUicerned. 

Mr. G. D. Kokelino: With regard to Mr. Kitchin h estimaU‘s of 
the percentage increase in the stock of monetary golf! namely 11 '9 
per cent, in the last quinquennium and H-9 cent, in tlu^ quin- 
quennium before that, and so on — those figures art? obvifujsly bast^l 
on assumptions to some extent, for instance*, lis to the amouid of gold 
used for industrial purpo.so.s. I should like to know whc?tht*r Mr. 
Kitchin has considered the quc.stion of the jKxssiblt! margin oi error, 
whether, for instance, the 1 1*9 |x?rccnt. might Ijc as low fis JO jut cent., 
or whether it might be as high as 14 |x.t cent. ? If Mr. Kitchin could 
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give U8 some idea as to the possible error on either side, 1 think it 
would be an advantage. 

Mk. H. V. Berry: Is Mr. Kitchin satisfied that the gold mining 
industry is as efficient as it could possibly be ? Are there any diffi- 
culties of labour or capital, or anything of that nature, which have 
prevented the production from being as great as otherwise it would 
be, and which would prevent any improvement in it ? 

Mr. Kitchin : I have not worked out what an error in the quantity 
of industrial gold would amount to. I give the figures which I believe 
in ; but I would rather give a general picture. 1 think if you were to 
change that percentage from 11-9 per cent, to 10 per cent, you would 
not change the general picture to any great extent. You could change 
it very much more than that without changing the general picture. 
I think that is true. 

Then as to the question Mr. Berry put concerning the efficiency 
of gold production, as regards recovery, as I have suggested already, 
we have reached the limit. On the Rand, if you go through the re- 
ports you will see that one company claims 95 per cent., another 
claims 90 j>ev cent., and another claims 97 per cent. ; and another 
even claims 100 per cent., which is impossible. But we have reached 
the limit there. You could stimulate gold production if costs were to 
go down a good deal ; but that is not present-day experience. Costs 
were going down for a period before the War, and then they went up 
with a burst. They have since come nearly back to pre-War level, 
and they are now rising somewhat. The Rand, to which these re- 
marks on costs refer, supplies more than half the world’s output. 

Selection of Catnrnents on the Proceedings. 

Mr. S. D. Waley : Mr. Kitchin's main conclusion is — on 1850 to 
1910 experience, an increase in the gold in central banks and trea- 
suries of somewhere between 3-1 jwr cent, and 3-4 per cent, is required 
to keep prices stable, if the world’s rate of development is not slowed 
down. 

Mr. Hawtrey has shown reasons for profoundly mistrusting the 
figure given for 1850 to 1910 exjierience; but what really matters is 
the 1930 to 1940 forecast, and conditions are so entirely different that 
ninet€?enth-eentury experience, even if a reliable figure existed, w'ould 
be little help to twentieth-century prophecy. Among other changes 
one may note the disaiipearance of gold coin, increased use of cheques, 
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changed rate in growth of |K>puIation, sfiift of wealth frt^m Eurt>j)e to 
America and Oceania. No doubt every fifty years is ‘exceptional \ 
but 1850-1900. which saw the growth of iiuliistriiil l^niUnl StaU's and 
the general adoption of tlie gold standarti, is undoiihttHlly so. 

The years 1925-9 might give a better foundation for a foreeasi. 
The figures published in The Ttpnts on 7th April, I9:t0 (in the (^ity 
Notes), illustrate the general increase of priHiuction and the general 
fall in prices, but also show that the twi> changes are not clostdy 
related in the case of individual coniincHlitics. 

No doubt .vamc increase in the ])urcdiasing iiUHliiini would halve* 
aivoided as much of the faill in prices ais is ilue ti> monetary causes and 
further increaisc would have countiTau'ttMl the aveniga* fall in 
prices due to incrcaised production. Hut to dt'cide irfntt increase in 
the purchasing medium would have produced these rt*sults rt*(|uires 
careful study, and to give an arbitrary figure of .'M |M*r <'ent. to .*1*4 
per cent, for the annual supply of gold reepnred to produce this 
increase is a confession of failure. 

'Fhc problem has in practice to be tackled from the other end. 
Ccmtral banking policy should be to in(*n‘ase or dcHTease credit from 
month to month so as to keep the av<*rage prict* lc*vel as steady as 
possible. Jf international co-operation can In* secuired. the increase 
or decrease of credit need hav(‘ no exact ndation to the tjuantitv of 
gold in central banks and treasuries. 

Mr. D. T. Jack: The r<‘al problem concerns the prf>bable adiMpiacv 
of future gold supplies to maintain stable* pric(*s. Adecpiacy’ in this 
connexion is a .somewhat loose de.se ript ion, particularly in view of the 
arbitrariness of the work Is golcl money reserves. As was point4*d out 
by Mr. Keynes befon* the Koval (‘ommission on Indian (‘urrem-y ami 
Finance: *\Ve could su})[Kjrt a much higher pricer lev<*l with the* e*xist- 
ing reserves, eind, ecpiall\’, we e<uild also have* a much Ie»wer prieie* leverl 
without materially eiffecting them. ** I'he* usual n*ff*re*in*e*s to the* rat^r 
of gold increase from IS50 to 1910 do not ,see‘m to be wholly satis- 
factory eiK a basis upon which to base* future -n>sf>e*erls, partly for 
reason.s which Mr. Hawtrey indi<‘ate‘d, hut parth alse» for othe^rs. 
(1) There is the more or less gerneral abolition of gold fn>m orelinary 
domestic circulation. Provided that remains a jK^rmanent arrange* 
inent it should tend to ease the pressure. Mr. Kilerhin merntions^ that 
already the great bulk of monetary gold is eonccnitratird in e^rntral 

* Great Britain; Beport of the Royal rommienion on Induin rurrenry tirui 
Finance. Evidence^ voJ. p. 145. 

* See p. 07 above. 
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banks and treasuries, and that little further change in that direction 
can be expected. But I would suggest that the real significance of 
this change may lie to some extent in the greater possibilities of 
economies being effected than if gold circulations were retained. 
(2) Some account might also be taken of the probable rates of increase 
of population and of wealth. (3) Then again there is the point as to 
the abnormal distribution of the world’s monetary gold stocks. Of 
course the question of redistribution will depend upon American 
willingness to allow such a process to take place ; and in view of the 
common view that the United States would not be willing to permit 
the process to occur, perhaps it might be mentioned that in 1924 a 
United States Government Report dt^clared that ‘while the United 
States has more than half the total monetary gold of the world ... a 
return to the normal functioning of the gold standard will make 
necessary a redistribution of its disjiroportionately large gold re- 
serves’.^ And Dr. Sprague told the Royal Commission on Indian 
Currency and Finance that ‘it certainly renders the world a little less 
dependent upon the vagaries of gold production that there is this 
large store of gold in the United States available in one way or another 
to support prices throughout the world at something like present 
levels’.^ Of course, the w illingness of the United States to participate 
in such a redistribution would not in itself be any guarantee that the 
effects of a possible gold shortage would be prevented. The ultimate 
result would still depend upon tlie reserve policies of other central 
banks, and in particular upon their willingness to abandon the practice 
of accumulating unnecessarily large gold reserves. In the subsequent 
discussion it may be necessary to estimate the extent to w hich relief 
from this quarter might be provided. 

The various considerations mentioned w ould suggest that as regards 
the future a rate of increase of less than 3 per cent. jH>r annum in the 
world’s monetary gold stocks would suffice to keep prices stable. 

In that connexion it might bo mentioned that the late Professor 
Ixihfeldt took the view^ that as a result of post- War changes ‘an 
increase of 2 })er cent, in the monetary stock of gold should serve to 
keep its value constant’.^ It should be pointed out, however, that 
even this lower ratio could not be maintained unless gold production 
increased from its present total of £S3i millions to about £100 millions 
by 1940. Therefore, if Mr. Kitchin's anticipations are valid, a serious 
situation is still in pros|HX‘t though the degree of seriousness may not 

* United States: Senate. Commi«swn of Gold and Silver Enquiry, 1925. 

^ Op, ct(.. Emdenee, vol. v, p. 296. 

® Lehfeldt: Ketiioraiion of the World' « Currencies, 1923. p. 139. 
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be so great. This conclusion merely points to the urgency of the task 
of economizing in the monetary use of gold. 

Mr. J. H. Penson : It will probably Ih' agreed that the correspon- 
dence between the annual aclilitions to the st<x*k of monetary gold 
and the price level during the past seventy and eighty years, is largtdy 
fortuitous. As Mr. Hawtrey says, you have several gmit forties at 
work, Mr. Kitchin showed, however, that during certain iktickIs, in 
particular between 18()1 and 1890, the annual a<lditions to the sUxjk 
of gold money were low as compared with the annual average addi- 
tions in the years lH)th lH>fore and after this period. 'Phe fact that 
during the same time so many countru's were passirtg on to gold 
standard means that we have two imjH>rtant factors working in the 
savic direction. 

It is clear that in order to achieve the relative price stability that 
we had before the W'ar, there nui.st have bei^n very iin|K)rtant coiinti*r- 
vailing factors at work. 'I'he uneven distribution of gold in the world 
to-da^ has aristui largely during and since t War. and was a fiurtor 
modifying the influence of the higher gold cMitput during tliis jx^riod. 

Mr. KiU‘hin\s paper and th(‘ .subsequent discu.ssion gi> to show' that, 
though the annual increase in the sttwk of inomdarv gohl w'ill \h^ 
an important factor in tiu* future, tiu'n' are other factors of great 
impc rtance governing th(* .stability of gold prices. 
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HOW TO ECONOMIZE GOLD 

By sir otto niemeyp:r, o.b.e., k.c.b. 

Sir Basil Blackett, k.c.b., k.c.s.i., in the Chair. 

The Chairman : There is no need to introduce Sir Otto Niemeyer to 
this audience, but I will just remind the group that the meetings 
that we have held hitherto have gradually led up to the discussion 
that we are to have to-night on the question of how to economize 
gold. I have now much pleasure in calling upon Sir Otto Niemeyer. 

Sir Otto Niemeyer: I want for the purposes of this discussion 
to assume, on the basis of the results of our previous meetings, that 
economy in gold is needed. Secondly, I make the assumption derived 
from Mr. Kitchin’s figures, that whereas the annual production of gold 
is rather more likely to decrease than increase, the monetary demand 
for gold owing to the increase in world population and the growing 
needs of credit is, on the whole, likely to increase. 

1 start by taking Mr. Kitchin’s figure of the world gold production 
in 1929 as a basis of the production of new gold. Mr. Kitchin arrived 
at a figure for 1929 of £84 millions, of which what he called industrial 
gold fujcounted for £29 millions — that was India, China, and industr;s' 
proper — and what was left for monetary needs amounted to a balance 
of about £54 millions. 

I start on those data and will consider on those assumptions what 
methods have been suggested for economizing gold. 1 will also to 
some extent discuss those methods in a provocative spirit for the 
sake of discussion. The first thing that strikes one about these figures, 
and certainly it came rather as a surprise to me, was the relatively 
very large amount of that annual total which went to non-monetary 
purposes. £29 millions out of £84 millions is something approximate 
to 35 per cent. I think Mr. Kitchin gave us some reasons for thinking 
that if anything that figure was rather low and is more likely perhaps 
to increase than to decrease. For one thing, his figures for India and 
China contain a comparatively low figure for China based on recent 
experience and a comparatively low figure for India. The Indian 
figure was as low as £14 millions, whereas not very long ago pre-War 
India was taking something like an average of £20 millions, and in 
1924 as much as £52 millions. Therefore the Indian figures, on which 
one cannot dogmatize as to whether economies are possible or not, 
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are, if am'thing, likely to increase rather than de<*rt'a!;t\ Turning to 
the real industrial consumption out of production, that is. £15 millions. 
I feel doubtful whether one can sch* much basis ftir economy there. 
It is very difficult to say. In itself the total of £15 millions for 19211 
is a good deal below the average according to Mr. Kitc^hin's iigimv 
In pre-War years the average was w( II over £20 millions. I think it 
was suggested to us lusSt time that the present comparatively low 
figure might be due to a sfH'ciidly large amount of rcmclting of old 
jewellery consequent on the War. My didiculty with the imlustrial 
figure is that one knows so comparatively little of how it is made up. 
1 wish Mr. Kitc‘hin or somebody elsc^ with a statistical turn of mind 
c-cnild analyse for us a little of what that £15 millions really is: how 
much is dc'utistry- how much is wedding rings how much is 
ordinary jewellery, and h«)W much is gold platc‘. If one (‘ould gcd at 
that figure even perhaps for (irt^al Hritain and the rnitc^tl Stat^^s. 
one would have some idea wludhcr ceonomy in tln‘ industrial use 
of gold is worth pursuing or not. One' cniuld envisages that there might 
t'ome a change of taste in w(*dding rings. Pc*oplt' might takc^ to using 
some otlmr metal than gold. TIictc might come a time^ whc*n gold 
ornaments might bc‘ thought vulgar. People might adopt some other 
medal or possibly somebody might invc*nt iU) untarnishabh^ silver. 
Hut in the al)sem‘e of the* analysis <»f what the* industrial gold really 
is used for I do not fen*! that it is ])ossible to look for very much 
<‘eonomy there. It is at best vctv scattc*re«l, and obviously the mf»ri‘ 
f>c‘Oj)le there are <^onei‘rned the* more diflieult it is to make* any apiH*al 
for e»conomy e*ITeetive, I am afrai<l, tlierefore, that eeiaaimv in tin* in 
du.strial use* of gold is not like ly to offer a very fruitful field, aiicl that 
w’c shall have* to actre[)t that £15 millieais <ir £29 millions as irreducihle. 

One is le*ft with the monedarv £54 millions. Wind ehanees ean we 
see of economy in that direction ' I'hal is recalls the* c*c*ntn* of our 
problem. I'hc first method that suggests itse*lf to the* mind is |K*rha|)H 
more the maintenance* ejf an e*xis1ing e*conenny than the* creation of 
a ne*w‘ one*. I me*an tlie* maintenane*e* of w hat is ne»w' a fairly general 
practice, that gold ee^ins should not be* iise*d for uit<*rnal eireulaiion. 
'I hat is an economy which is t>ne of the* good things wiiich have* e*emie 
e>ut ejf the War. 1 do not think that, but fc»r the* War, it would have 
be*cn possible to induce the |)e*opl(*s of the* wi»rld to give up geild coin 
and to substitute* for it pa|)e*r not<*s I think Mr. Kiterhin estimated 
that that ecemomy had adde*d over £400 millions tci the? gold re*se*rve?H 
of thc^ e?rt*dit institutieai.s. Certainly, in this eounf/'y ale)?ie it in 
commonly thought that we have addend something like £75 rnillionK — 
a very considerable figure*. I mention that as an c*conorny, though 
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you may say it is not an economy because it is achieved, because I 
do not feel that that economy is as secure as I should like to see it. 
One cannot forget that in 1925, when wc passed the Gold Standard 
Act, there were many i>eople, even in banking circles, who were very 
reluctant to see gold coin pass out of circulation and were quite anxious 
to contemplate that some day, though perhaps not immediately, we 
should once more have golden sovereigns jingling in our pockets. 

There are one or two other things which are rather suggestive in 
this connection. Following the British experience in 1925, in 1926 
India discussed having gold coinage in circulation. More recently 
still, France has often discussed it and has taken certain steps in 
the direction of getting gold in circulation. Finally, the Swiss 
scheme of 1929 implied, not immediately, but at a remote date, the 
return of gold coin to circulation in Switzerland. One is always 
meeting with this question in the smaller countries. I can recall two 
countries in the Near East — "Iraq and Persia — which have recently 
discussed having gold coinage in circulation. So that there is always 
a continual drip of people who are inclining that w’ay. 1 am not sure 
that it is not still felt to be a sign of inferiority not to have gold coins — 
almost ungentlemanly. You have princes w ho w^ish to see their effigy 
on a new gold coin and you have nuniLsmatists who w^ould like to 
have new' specimens. Many peojde talk of gold coin circulation as if 
it were, to use their phrase, the second line of defence in an emergency. 
That is a doctrine wdiich always makes me s(h> red. I believe it to be 
untrue. Although it is true that in this country during the War we 
were able to collect gold, quite obviously that w^as not the case in 
France, where gold has recently been collected from circulation; 
I have alw^ays felt that to have gold coinage in circulation in a time 
of emergency was just as likely to lead to the hoarding of that gold 
as to its being suddenly grabbed back by the central institutions. 
I therefore feel very strongly that it is very important to establish 
a general view that a gold coin in internal circulation is not a sign 
of good form or of advanced economic conditions, but just thc‘ 
opposite — it is the sign of almost mediaeval decadence. I rather regret 
that the central banks, or some of them, have not been able to givt' 
some lead to the weaker brethren by indicating their desire, perhaj)s 
their expectation, that as a general rule gold coin should not pass into 
circulation. I believe, if there had been such a pronouncement, it 
would have had a considerable effect on the numerous countries w^ho 
in a matter lij^e this follow the big countries and follow^ fashion. 

It has always seemed to me that if you have a central bank which 
is responsible for the paper currency internally, and which in practice, 
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I do not say in law. can make notes internally convertible, the old 
idea of the need for gold coin, or really h^r any coin wliich has a real 
value to enable a small private notedssuing bank to mivt ibs ertnlitors 
across the counU?r, is really quite out of date. 1 tlo not understand 
how you can have a si*rious internal run on a central bank, which, 
eitlier in law or in {mu^tice. must have the government Udiind it in 
time of emergency. Therefore my first remetly. or if you like my 
first plan of economy, is to enforce, and fH'rhaps to prcKdaiin, tin* 
views of many of us, that it is not a desirable thing to contemplate 
gold coin in internal eireulation in a normal eountrv. 

Now I j)ass to \hv second idea which has Ihh*ii siigg(»sUHl, and that 
is, a reduction in ihv customary margin kept by ercnlit institutions 
over and above their legal minimum of cover. If <ine looks hap- 
hazard at the e(‘ntral banks of the world, you will find in t^very ease 
that, whatever are their legal requirements of cover, thf»v in fa<*t 
ke(‘p a margin above that legal minimum, and sometimes a consider 
able margin. Sup}X)sing you have a l(*gal iniiiimiim of somewhere 
about M3 JHT cent., the normal tiling is to get about 4M}HTe<»nt. of 
cover. But there are many (Huintries wlieri* tlie cov(»r is much larger. 
If you take them merely hafihazard — I am tn^ating the goKl eovt*r 
and the foreign exchange <‘over as idcuitieal for tin* moment you 
have Belgium, with a l(*gal minimum of 40 (M*r cent., having an mutual 
cov(*r of about 70 per cent. You havt* IVanee with a legal e«ivi*r of 
35 jXT cent. an<l an actual cover of 50 jK»r cent. : Holland with 4t^ 
fX’ir cent, legal minimum and an actual cover «»f 55 jM^r vvut. Italy 
is about tlie same. Sfiain has a legal cover of f»0 |ht eent. and an 
act ual cover of 7 1 tut eent. America's miiiirnuin is sonu»w'h(Te betwi'cii 
35 and 40 fX'r cent., and her actual ef>ver abemt 70 fMT cent . You even 
get easi^s, like Ecuador, \\ liieli have a legal cover of 50 |K*r c'<»nt. and 
an actual covtT of 75 p(T ciuit., though in this particular case that 
might not in actual cash rcfiresent a very large sum. I ought to have 
mentioned the ease of Australia, which has a legal vnwr of 25 |ht 
cjcnt. and an fu^tual cover of 42 |K*r < ent., not i fuinting the 1:24.500,000 
which was in private banks, and which has reccuitly been ex|K»rfed. 
Even if one were Ui agree that there might be a reason for having 
a cover at some jxiints above tin* legal minimum, there is a very 
siderablc margin ; and it may lx? that there is in that margin a tw cqxi 
for economics wiiieh eoukl, if it w'cre necessary. 1 k^ drawn u|Kai. 

That lead.s me to observation on the jxisition whic*h arises in iiuuiy 
countries, and in agricultural countries in partieular, from rea.sonal 
fluctuations of (uirrency. Eor instance, in PohitTd or »S<Mith4Tii 
Europe or India, and jK*rhaps in this exaintry for other reoHOiis, in 
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the time of autumn pressure there is a considerable variation in the 
demand for currency. It seems to me very important that the public 
should get accustomed to such seasonal variations, and exi)ect to see 
their margin of cover going up and down. I am sure there is a feeling 
pi many parts of the world that if at any moment the cover goes 
down, something awful is going to hapjien. That is very prominent 
in many of the smaller countries of Europe. Anything which could 
induce the public to realize that a variation in the margin of cover 
following seasonal needs w'as a fierfectly normal thing, and you ought 
to expect to see it, might offer a considerable alleviation of our 
difficulties. It is perhaps natural that the usual feeling should be the 
contrary after the currency disturbances which we have had. Public 
opinion in a great many cases is cxtnuirdinarily susceptible to the 
minor fluctuations of cover, not unnaturally, because they have lived 
through fK?riods of heavy depreciation and heavy devaluation. But I do 
feel that it is time that particularly the leading countru^s should learn 
to exp(?ct, and not to be alarmc^d at, such variations. Possibly some 
of them ought to go as far as I think India did under Sir Basil 
Blackett’s guidance, and allow* themselves a special increase in 
currency, just to meet the seasonal <lemand. That is one of the 
aspects of the question of excessively high conventional cover over 
the legal cover, t)ecause th(‘ tendency with banks is to maintain a 
conventional cover sufficient to meet their maximum need and not 
their avenige need. Of course that entails, in countries of seasonal 
dcmuind, a rather considerable hoarding up in many months of the 
yt'sir of cover winch they do not need. 

i’hat Icsads me on to a third and more difficult question, that of the 
actual legal ratios themselves. Obviously this depends a bit on the last 
question, because if the l(»gal ratio is reduced, that w^ould naturally 
affect the resulting margin over that legal ratio. 1 have never 
been very clear myself, and 1 rather hoj>e somebody will enlighten 
mc^ to-night, as to the basis of the normal legal proportion, the 
normal i)er cent., .So f)or cent., or 40 per cent, of cover as the case 
may be. 1 do not quite know w hy we hav’e adojited that figure ; I 
have a sort of suspicion that it derives from experience of a rather 
remote j)ast, the ex}x>rience of small private bank-note issues, w here 
what bankers had in mind w as the need of casliing notes in coin over 
the counter. 1 seem to rememl>er the figure of 33 per cent, as a figure 
of metallic cover in connexion with private issues of that kind, but 
1 have always rather wondered where it came from in the case of the 
central banks. T should imagine that the conventional figure of 33 
per cent, is in some countries too low* and in other countries very 
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likely too high. It is piThaps largely a matter of fashion ; but, of 
course, so long iis it is a fashion, that makes it very clithcult for any 
individual to change. I know sonu* {x'ople who think that if the worst 
came to the worst about gold, the central banks might very eiusily 
rc^duce their legal ratios from \H-r cent . to some other tigirn*. 'riiat 
is true as a jK>ssibility . Ibit I admit that to me it has alway.s seenunl 
much more diflieult, as a practical o|K*ration, than some of my friends 
think, usenvisage what would hap(HMi. Sup|M)sing it w<'n‘ thought 
safe to substitute |H'r cent. f4>r |H'r i'ent. as the normal kirul of 
cover, that would !nean altering some fifty bank statut 4 *s: or. if you 
leave out the srnalhT countries and sjiy it is cuiougli to lakt* the 
leiulers, then it would be some ten l)ank statutes, 'fhat means, in tlu' 
case praetically of ('very country, getting th«' ('on.s('nt of the share 
holders of the note'- issuing banks in qu<*stion ti> an altc'ration of the 
bank statutes. Mon* than that, I think it mc'ans, almost without 
exception, legislation by l(‘gislativ<* bodi(^s wlu» an' not particularly 
well informed as a rule, or particularly .sympatiu'tic ou currency 
(jiH'stions. Moreovc'r. it would iiH'an d<»ing that in a great many 
countries which in fairly n'Cf'nt times have had sh<»eks to ilit'ir 
currency, and wIk'H' curn^ix'v bgislation is naturally nganh'd as 
dangerous, and wht'rt' tlu* argunu'iits for prudi'iuM* and doing nothing 
may st'em v(‘rv .strong. N(jt only would you havi' to obtain such 
legislation firstly by the bank and tlu'ii by the hgislatun' in a large 
iinml>er of countries, but you would hava* to obtain that Ic'gislation 
more or less simiiltancHMisly. I must conb'ss that seems to iih* a vctv 
difficult proposition. Can <»nc really conti'inplatc' ('ongress in Aincsrica 
r€'adily legislating on that subject, (»r even the House of (Vunrnons 
in England ? What central bank is g(»ing ti» Im* thf first to say : ‘'riu* 
pace i.s too hot' ^ Is nr»t it going to be afraid that by saying that it 
is exposing its cn'dit and the credit of its eurn*nc\’ ' It seems mc' 
that the difficjulti('s of dealing by l<*gislation with all tlu'.se various 
countries, or ev('n with the important oiu's, in order to nsluce ratios 
arc enormous. 'Dien'forc I must confe.ss I alway.^ luive thought that, 
possible solution is a very difficult one. It may be tliat the Bank for 
[fitcTnational Settlements will provide a place for hatcdiiiig such a 
universal conspiracy as I think would he iifs-essary ; but . even tlu'n, 
|K>liticaI difficulties would n*main. 1 feel, therefore, that that parti- 
cular method, the metho<l of albTing ratios, if one were driven to it, 
and if one thought it were sound in itself, d<w*s pn'sent vtTV great 
practical difficulties. ^ 

Now’ I come to another method of economy w’hieh is s(un<dinH5S 
mentioned : and here I speak with more than usual trepidation 
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because I see Sir Charles Addis looking at me. It is sometimes said : 
Is not all this matter greatly eased by certain provisions in the 
statutes of the Bank for International Settlements, more particularly 
Article 24 ? That seems to me to be a misapprehension. As I under- 
stand Article 24, which is the Article which says that the Bank for 
International Settlements may earmark the gold — I am leaving out 
of the picture what might be behind it — it does no more than 
economize the cost of transporting gold. That is an important thing ; 
but it does not in itself economize the use of gold. I am afraid, there- 
fore, that I do not derive from the mere wording of Article 24 as 
much comfort as some people do. 

Then I come to another way of economizing, and that is in the 
complex of ideas which is generallj^ kno^7i as the gold exchange 
standard ; that is to say, the arrangement by which part of what 
used to be pure gol<l becomes reserves in gold currencies in other 
countries. There I feel that the prospects are rather dubious. It 
seems to me that the gold exchange standard has rather fallen from 
the high estate which it had in Genoa in 1921, and which more or 
le.s8 inspired the various central bank statutes fathered by the League, 
such as Austria, Hungary, and Greece. Later statutes of the remodelled 
central banks have rather tended to depart from that particular 
doctrine, and import at any rate a minimum holding of gold within 
the total proportion. That was true of the German statutes and the 
Belgian statutes. It was true of Poland and it was true, I think, of 
Roumania. In all those cases, in contradistinction to the earlier 
Ix^ague statutes, instead of its being entirely optional on the bank 
whether it held gold or foreign exchange, it was bound to hold a 
certain projiortion of gold. Further, many eminent bankers have 
referred to tlie gold exchange standard as a transitory measure which 
had its uses at certain times, but which could hardly be regarded 
as a permanent states of blessedness. It may or may not be unfortunate 
that this should be the position, but we have to recognize that that 
is the position at tlie present moment. I think it would be true to 
say that whereas in 1921 the gold exchange standard at Genoa was 
regarded as the new gos{}el, many jXH)ple now are not at all sure 
whether it is a gospel at all. Incidentally 1 think it may have been 
a misfortune that that particular gospel was invented at a conference 
which only represented Europe?, and not all Europe at that — ^at 
which, for instance, the United States and South America were not 
represented. Also, perhaps unavoidably, I think, it w^as unfortunate 
that that doctrine was put over the Conference mainly by the British 
delegation. It would be true, I think, to say that, though other 



HOW TO ECONOMIZE COLD 


iU 


people acquiesced in it, they never really discussed it intimately, 
and they never rt>ally entered into its full implications. It has conu' 
for good or evil to be regarcltHl incrt*asingly as a Rritish fad. and in 
some quarters on the Continent even as a nefarious plan to put 
Europe under the hnaneial lund of Txuulon ; in i>ther quarters as a 
cry of despair from a Croat Britain haras.s(Hl by unemployment, which 
other countries not in that position need not heed. To that 1 think 
perhaps one ought to add the mort* techni<‘al (a'iticisms which have Ihh'U 
made of the gold exchange standard, more particularly in the United 
States — the argument that the gold exchange standani is nwessarily 
inflation, because it means t hat tlie same gold f uni^tions twice over, once 
in the country part (»f whost* rest*rve it is. and once in the country 
where it is heUI, where it enters into the monetary structure of that 
country, so that on the same actual g(dd two basesof credit an*enH*tef!. 

To get a view (d the whoh' situation one ought {H^rhaps to add that 
there are many countries in KurofH* -eertainly many of tlu* smalli»r 
count rH»s — where the idea of keeping their gold reserve in an e(|uiva 
lent of gold outsich* their own eouniry is very unattra<*tive. 'riu\v 
feel that. whil(‘ gold at home is any way gold at home, gold or its 
equivalent abroad may l>e lield up in the ease of war. and may he 
confiscated as enemy pro|MTty at th(» gold eentre. It eannol be 
exhibited locally to tlu* peasants who are doubtful about tlieeurnuiev. 
and so on. If you have* your gold at boiiu*. as in the Spaiidau I'ower, 
vou can go to war with it. I hat sounds ratluT wild ; but it is at the 
back of many jK'ople's minds in KurojH*. t)n the other hand, tin* 
attraction of an inten^st -earning asset alinaul insteatl of unproductive 
gold at home is not so great as it was soim* years ago, be<•ilusl^ the 
minor eountrit*s are recovering economic^ally and have Imm^ouic 
prouder. I'her(‘fore, though 1 fi*el that the gold ex(*hange standani 
is a most iFn|M)rtant opportunity of cK*ono?ny, in many ways jK*rhaps 
the most practi(wil <»f all on a large" .sc'ale. I do think there art^ many 
difficulties about it which wc ought te> face*. I he doctrine* jKThups 
neeels re-study and <le‘veloj>ing. 

Surelv it is nece*ssarv* tej ,sa\', if we he‘Iie*\' • in the ge>lel e*xediaiige 
standard, that the* gedel e*xe*hange* .staneJanl is e'niphatie*ally n<»t 
protective colcairing fe*r (»rcat Britain. It is ne*e*cle^d l)ee*atise* all the* 
world (even those who six month.s ago tlje»ught the-y witi* pros|K*roiis 
and even those who to-day think the\v are i!niH*rviouK U* (contagion) 
will suffer from a gold famine*. War e.ught iMThafis te> Ik* n*gardeHl us 
an exceptional incident, and the* argume-nts from the neecis of war 
are p(X)r arguments for a {Kilicy w hich, in the* longe r fK*rieKls of 
may l)e exceedingly harmful. One cannot demy, 1 think, that the 
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gold exchange standard is in a certain sense inflatory. In fact one 
may say that is its import in this sense, that from the mere fact that 
it produces economy of gold it must in a certain sense be inflatory. 
But I wonder whether that really need cause us very much anxiety 
provided certain conditions of its use are observed : if, for instance, 
the reserves of a gold exchange country were kept in the central bank 
of the country where they are held and not, as sometimes has been 
the case in the past, in the commercial banks of that country, by 
which means the central bank of the receiving country would retain 
the oversight and control, which it might lose if the deposits were 
in the hands of local commercial banks ; if, secondly, such a recipient 
central bank, knowing that it bad this special liability as a gold centre, 
managed its own market in the light of that knowledge — which might 
possibly mean some kind of reinsurance with a third central bank — 
so that the risks would be spread. 

I have a sort of feeling that the possibilities of the gold exchange 
standard have not been fully explored, certainly not in practice, and 
perhaps not in theory ; and that the whole doctrine, if it is a true 
doctrine, wants restating from a rather different angle. Perhaps 
the Bank for International Settlements might render a real service in 
dealing with that problem. An essential preliminary, if we are going 
to trust to a gold exchange standard to provide economies in gold, 
must be to rehabilitate it, and cease to regard it almost as a pariah. 

I cannot think, beyond those methods which I have mentioned, 
of any promising means of economizing gold. 1 have a certain fear 
that we are perha})s a little too complaisant about the ease of putting 
these various methods into jnactice. I am not sure that w^e do not 
j)erhaps under-rate the half-heartedness of some people, and even 
the opposition of others. Also possibly we under-rate to some extent 
the technical difficulties. I do not want to be too gloomy ; but I am 
brought back, when 1 think of wdiat seem to be the difficulties, to 
the hope that the Bank for International Settlements may prf)vidc 
a platform, not so much from anything that is actually provided in 
its statutes, but from the general ideas which lie behind for producing 
to some extent a change of ideas, and still more a uniformity of ideas 
in various countries on this subject, w hich I believe at present is very 
lacking. I think the differences of view’ arising out of past controversies 
between various countries on this very subject of the economy of 
gold are pretty serious, and perhaps more far-reaching than many of 

us would like to believe. 

* 

Just in conclusion I would like to say this. I wonder whether there 
ate not really two problems in the economy of gold, and whether the 
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argument does not get confused by failing to distinguish Ix^twcen 
them. It seems to me that there is the immt'diate problem, and there 
is the less immediate problem. Thert> is a tein|K>rary inunodiate 
problem which seems to me one of ill distribution. 1 think, on kK>king 
at Mr. Kitchin's figures — I do not know whether he would agrotv — I 
should fwl inclined to say at the present moment that there is not an 
actual shortage of gold in the world, but then* is a bad a<ljustment 
of the supply which exists. Therefore', it swins to me the tem|H>rarv 
gold problem is the mljustment of the existing supply. Over and 
above that, there is the stnxmd problem which is l(H>ming in front of 
us, but which will not be u|K)n us ft>r five or six years, namely, if the 
prcKluction of gold g(x*s down, and we get a real world sliortage. 
That is rather a more long-distance problem than the first one. .1 
think, although the first ]iroblem leiuls on to tlu* second, thi*n* is 
something to be said, for the purfioses of discussion, for trying to 
keep thos<* two asjx*cts sf*paratt': laxausc. in arguing about gold, one 
so often finds that one is really thinking (»f the second problem, and 
the man one is arguing against is thinking of the first prohlf»m, with 
the result that tlu* arguments <lo not click. Therefore, I would likt* 
to suggest that it is {Huhaps worth thinkitig whether some of the 
arguments applying to tlu* first, and what I (*all the t<*mjK)rarv 
problem, apply also to the s(*coiul prohlcun. 

Addemium: Inserted 'IMh I!»30. 

Since the meeting of lUh April, 1 liave rec(»ived ciTtaiii information 
which throws some light on the l!ir> millions (»f gold used in industry. 

The United States Mint HejMirt* gives a figun* id £211 millions, hut 
this prolmbly iru hides gold not derived from new pHsluctitui. 

If their proportions are .scaled down to Mr. Kit<’hin s £!"• millioiiH 
derived from new gold, the di.strihution is ivs follows: 


United Stat<\s . 

fs o milli< 

ms 

France 


( < Uyons trade) 

f Jreat liritain • 

i r. 


Switzerland 

10 

(watches) 

(iermany 

o r> .. 


Austria . 

0-2 .. 


(Uinada . 

0*2 ., 


Others 

. o-fi „ 



£irri» niillicins. 

. • 


* United State«: Annuel Report of the Director of the. Mint for the fieml yeor 
ending June 1930^ p. 251. 
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llie above figure for Great Britain of £1*5 is rather less than the 
£2 millions, which is the figure indicated actual physical count here. 

This £2 millions is made up of £1*6 to £1*8 jeweUerj' ; £0*2 dentistry 
and pottery; other needs (photography, signal lenses, gold thread 
for textiles, gold for instruments) are insignificant, perhaps not more 
than £50,000 a year. 

The above indicates that jewellery is the only item of any importance 
among the industrial uses. 


Discussion. 

Sib Henry Strakosch : There is one point that deserves mention, 
namely, that ever since the Federal Reserve Act came into force, 
the habit has developed of requiring central banks to secure by gold 
or gold assets not merely notes but also sight liabilities. Why, I have 
never been able to discover. I''hat habit, because it has been initiated 
by the United States, has got hold of the people in Europe to such 
an extent that whenever a new central bank statute had to be 
drafted by the League of Nations, the representatives of the respective 
countries insisted upon gold cover being provided against sight 
liabilities. It is a way of economising to get rid of that habit, because 
it absorbs a very large amount of the gold. Take the United States 
and France, for instance, and many other countries. Sir Otto 
Niemeyer mentioned the habit of hiding reserves. I think it is a 
most vicious habit. I happen to know one or two cases where the 
published reserves are given as something in the neighbourhood of 
45 per cent, or 50 per cent., whereas, in actual fact, they have hidden 
away under other as-sets reserves which bring the total up to a matter 
of 70 per cent. As regards the gold exchange standard, the objection 
is frequently raisw^d that it is inflationary. But if we w'ant to economize 
gold, we have to use the smaller base of gold to build a bigger structure 
of credit, which some jieople may call inflation, but which is not 
inflation in truth, so long as the level of prices remains stable. It 
would be necessary to educate the public at large to the fact that 
having less gold need not necessarily mean inflation. The difficulty 
which Sir Otto mentioned is that some of the countries dislike having 
their reserves in the form of balances or assets in a foreign country 
because they may be seized in times of war. I may say that in 
League of Nations circles the question has been discussed privately, 
so far only with a view to presently taking action in the direction of 
making such balance held for central banks as monetary cover in- 
violate in the case of war. 
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As Sir Otto very rightly says, the question of the economy of gold 
has to he divided into two parts. One is to do away with mal- 
distribution. So far as mal-distribution is concenuHl, that is a matter 
that, to a large extent, could and should Ih' acdiieviHl by dost' co- 
operation among the central banks. 1 went into ligurt's cmly the 
other day. During 1929. there became available s«)mething like £55 
or £70 millions of fresh gokl. whereas the Cnitetl States and France 
in that year absorlx'd no les.s than I'llo millions sterling of gold. 
Aseverj'one knows, any gold which gix's into the Federal Resi'rve 
system, and any gold which has gone into the liank of Franee since 
the end of 1928, is no longer monetary gold. It has ceased to function 
as monetary gold because of the almiulanct* of gold n'servi»s which 
they have. They d<i not build a structure of credit on it. 'Fhe effect 
of the gold movements in the last year wjus m>t only to withhold 
from the rest of the gold standard world their share the new pnaiiie- 
tion, but also to pull out of their reserves .something in tlie neighbour- 
hood of £115 to £40 millions. 1'hat aUme is siifficicmi to explain the 
catastrophic fall of commodity prices whicdi bH>k place lowanls the 
end of 1929, 

Mr. Owkn Flkmino: On the last occasion I v<‘ntiired to ask Mr. 
Kitehin if 1 should In* correct in assuming that tln^ Frcmdi gold 
re.serves held l»y central banks and irovernment extMHMied tiu' cu>m- 
bined bank res(TV(*.s of Great Britain aiul (Jermany. He was good 
enough to quote the figun^s which showed this to 1 m» the case. IikJixhI 
it is possible to go further and to state that at tlie pre.scnt duN*. the 
French gc>ld reserves excei'd the ccunbined reserves of (in^at Britain. 
Germany, Holland, and Ikdgium. Does not that ratluT raise* the 
|)oint that this (pieslir)n of gold should be iMinsidered ir) ri*latioii 
not so much to the* banking needs of the c’eaintry a.s to the etom- 
mercial needs of the whi»Ie eomnuinity ( Kithe*r Franee ha.H a far 
greater quantity of gold than is iMSfssarv for he^r pur|>o.se*s or the* 
other Bowers have^ far lt‘ss golel. I sheaild ve*ry iinn-h like to ge*t the 
French defence of thi.s fM>.sition. and ilsei to ask p-ominerit Fre»n< hme n 
w^hether thi.s accuniulatieai of gokl in Baris re*a!ly is to the benefit ed 
France. 1 can conceive* that by the* rai.sing of the l<^ve*l of gold in 
France and the consequent diminutie»n of the leved in the* stirroiinding 
countries, the trade of \V(*sterM KunqK! as a whole? is iin|K(ied anel, 
therefore, the trade of France* with theise neighbouring ei»iiMfrie*s in 
also impeded. It might be* to the? Fre*nch inbTo.st ie* aljow this J*re*nch 
gold to be distributed a little more equally among the surrounding 
countries. 
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Mr. C. H. Kisch: There is one point I might mention at the 
beginning. Sir Otto asked for an explanation as to what is the origin 
of the 33 to 40 per cent, ratios. I believe they derive from the 
institution, namely the Bank of England, with which he himself is 
connected. There are two links apparently in the chain. The ratios 
come directly through the Charter of the Imperial Bank of Germany, 
the Reichsbank Charter made by Bismarck in 1870, which introduced 
a ratio for notes. The Reichsbank took the idea from the practice 
of the Bank of England, which before the 1844 Act used to maintain 
a cash ratio of about 33 per cent. As regards post- 1 844 Act practice, 
the Bank’s cash proportion used to fluctuate round 40 per cent, on 
either side, but a decline towards 30 per cent, meant that a rise in 
bank rate was to be expected. At that time the note issue had only 
a small fiduciary element in it. So that if you take the Bank of 
England’s ratio for notes and deposit liabilities after the passing 
of the 1844 Act, you would find that its practice was substantially 
in accord with many central banking charters to-day, but before 
the 1844 Act the position was rather different. Mr. John Palmer, 
Governor of the Bank of England before the Bank Act, stated in 
evidence before a House of Commons Committee that the Bank’s 
general practice was to have 33| })er cent, bullion against their 
circulation of notes and deposits, whether government or private, 
i.e. all Iiabilitie;s j)ayable on dt^mand. When the Reichsbank Charter 
was made in the Bismarckian period, they adopted a standard of 
that sort. I believe that after that it spread to the more modern 
charters, viz. the Federal Reserve Act. Sir Henry Strakosch can 
doubtless tell you, because he has had such a large part in imposing 
this deposit and note liability on a number of other countries, and it 
has incidentally been copied by the Central American Republics and 
Chile. There is a reasonable ground for treating deposit liabilities 
at call in the same way as notes, since a person can draw his deposit 
and can ask for gold exchange or gold according to the practice of 
the country just as he can demand encashment of his notes. I have 
made mention of this as bearing on what I believe to be the historical 
basis. 

Turning to another branch of the question — one of the important 
considerations which people who have to manage currency have to 
concern themselves with in settling the amount of gold or gold 
exchange that they require to safeguard their standards is the 
possible strain of the period of adjustment. We have seen various 
countries in the last twelve months getting anxious about the 
adequacy of their gold holdings, going off the gold standard in two 
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or three case&, and in other caaes adopting devices which practically 
amount to the same thing. 

There seem to be two points arising in that connexion. The first 
relates to the position of the central banks in their domestic nnirket. 
It is very necessary that they should have the whoIe-hearUHl supptirt 
of the commercial banks. If the central banks havt* that, tliey will 
feel increased confidence themstdves in limiting the amount of gold 
or gold exchange which is requinxl. 1 am not so much thinking of the 
Bank of England or the Reichsbank, which also stMuns to have a 
strong command over its market. But there an* other countries 
W'here the central bank has not hiwl this w hole'- heart e< I co-ofH'ratiim 
of the commercial banks. In t hose*c'ase*s it may ftH'l t hat , by alterations 
of the conventions re*garding ratios of advances to cash and so on, its 
policy may l>e countered by the commercial banks, in whif*h case it 
naturally ftH>Ls that it must have stri>ngt'r asst'ts with which to title 
over periods of atljustment. It may not only have to elltH^i deflation, 
but it may at the .Kume time have to counter iiitlation pnalucetl by 
some otherauthority which it i1ch*s not control. 1 havcalways thought 
that one of the most im]K»rtant things is log«*l the* commercial banks 
in all countries when* a cent ml Imnk is situated to n'cogni/.e its hegt* 
inony, and not only to suf>jM)rt it but takt* the lead habitually from it. 

That is on the* national side. When wi* come U) tlu* international 
side we have had th<* (‘XjH*rience of two heavy falls in price's in the* last 
ten yeans. When those things hap|K'n the* \veakf*r be>eli(*H iKgin to 
wonder w hether their i e*.serve*s are* stnmg e neaigh. The*y say : If we an? 
going to have these gr(*at falls in price* we* must ses* that, our cofliTs 
are well fille*d, so that we can tide e>vcr the* |K*riod w hile* we* are bringing 
our j)rice level into line* with the* otitside* price* I(*ve*l. I hiis ihe*v tend 
to ine^rca.se their holdings. Here* the* fiinelame*ntal ejue*stion i.s whf‘ther 
a e!o-o})erative ce*ntral banking poliey is g(»ing te» ininiini/.e* those^ 
dangi'rs in the* future; <*le^arly, if a eo (»jKTativc ce*ntral banking 
policy is going to fri*c the* count rit*s of the* wt>rld from lhe*se* eirapstii' 
changes in the* price* Icve*!, ce*ntral banks will fee I more* e'e>n(ideni in 
running their busine*sses on le*.s.s iiillate*d gr»ld holelings, iiic.]ijeling 
gold exchange holdings. One is aware* of the* |)f»sitie)n in various 
countrie.s. Sir Otto has nu‘ntie>neKl the* ciise of Australia, which in 
the last few' months has exiKjrted gold to the* amount of millions. 
I am also aware of other countries which in the* last fe*w years liavc 
lost gold exchange to a comparable extent. If the* worlel is not going 
to be protecte*d fre>m the kind of price e-atae lysm onc^ has lab !y fuwl, 
the danger is that not only will central bank.H tend tA hold 
amounts of gold, but it will a qiie.stion wheither ihe^y will hold 
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enough to maintain themselves on the gold standard. It is there that 
international action by the central banks is above all necessary. 

Leaving that, and turning to the gold exchange standard, I entirety 
agree with what Sir Otto said about the importance of educating 
people up to the excellences of the gold exchange standard. Quite 
recently I had a letter from an authority on the Continent whose 
country is actually working the gold exchange standard. He sent 
me the proofs of a book he was writing. To my surprise, in the course 
of that book he referred to a country which was on the gold exchange 
standard (that is to say, where one could not get gold bullion but 
convertible foreign currency over the counter of the central bank) as 
having ‘a forced currency’. I called attention to the fact that it w'as 
not a forced currency, because a person w'ho had notes could get gold 
exchange under the legal obligations w^hich w^ere in force in that country. 
But the fact that a person of repute should make such a blunder show's 
that there is great need for education all round . I met another case not 
long ago of a jx?rson w'ho maintained that the gold exchange standard 
w'as not a gold standard. The phrase ‘gold standard ’ grew' up before 
the War as meaning a standard in w'hich gold coin w'as obtainable. 
Then we have now' got the gold bullion standard. 'Fhat is an €\soteric 
term which is not understood by the public, who arc apt to regard 
anything other than a gold circulation as not being a pukka gold 
standard. Though the^re are obvious distinctions between the two 
countries, Great Britain and the United States, w hich have to support 
the currency structures of Europe and America, and the rest of the 
world, it would jiossibly be a good lead to the weaker brethren if 
when the two leading gold centres hold foreign exchange it should 
be always shown separately. 1 w'elcomed the improvements in the 
Bank of England's return made a few months ago, w'hen the notc^ 
issues w'ere amalgamated. But if it is a case that the Bank of England 
holds foreign exchange — and 1 do not ask for secrets to be disclosed — 
it would help the cause of holding foreign exchange if the leading 
central banks should show' it, because that would indicate that they 
also believed in holding gold exchange and they did not only rely 
on their gold holding. 

As regards the possibility of change in bank ratios, that hinges 
on to w'hat I said before in regard to the question of whether people 
can feel confident that they are not going to have violent distur- 
bances in the price levels, w'hich are a particular hardship in the 
coimtries producing raw materials. I think if one could know that 
that risk could be avoided by international action, either promoted 
tlirough Geneva or in some other way, the problem of reducing legal 
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ratios might not prove insujK^rable. If the central hanks, {H>ssihly 
through the Bank for International Settlement.^, could lK>got together 
on that question, something could |.ierha}xs Ih' done; otherwise the 
position looks rather black. Sir Otto's picture covennl the whole 
ground, but he gave me the impression that he was rather {H^ssimistic 
about what is going to hajqH'ii. 1 only offer thes<* few suggestions 
as a contribution in the hojK^ that the outlook may jH>ssi[)ly iu)t he 
so black as he has painted it. 

Mu. K. O. Hawtrky: There is one miseonet‘ption which is very 
prevalent, and that is that there is at the prt^si'iit moment a scarcity 
of gold. In fact, there is a redundancy of gold just now in England, 
in the United States, in France, and in (h‘rmany. and if tlu'ie is not 
a redundancy evervwluTc t‘lse, 1 think tht^rt* is a snflicit^ncy. 'I'he 
surplus reserves in these* country's arc vtTv large*. 1'hcrt*fore. the 
problem of economizing gold has redcre^nce* not to the* imineMiiate 
pre*sent, but to some* time in the future*. It fli*|H*nds mainly e»n 
jisychological and oIIut incidents in e*crtain c(»untrie*s. whie*h re.mdt 
in those countries not be*ing contented with the* renbinelant gold they 
have. There are two striking e*xa!nple*s e>f that -one* is the* United 
States and the otluT is France. 'Hie* einde*rlying re*a.son, .so far tin it 
is not pure* ))sychology and me*re» prejudiee, is not altogclhe*r di.ssimilar 
in the tw'o cas(*s. In the* e'ase* of the* I nit4*d State*s it i.s e*iislonuirv 
to reckem by what tlieir statutory rcserve*s are*. At the* pr(*se*ia 
ineiinent they are* somewhere* about Sl.aOO millions, and tlie* holding 
is $;b000 millions. Ther(*f<»re*. there is a surplus of Sl.aOO millimiH. 
lint that mi.sre*pre*>e*iit s the* <*ase» as it aj>jH*ars to the* Ame*rie*an l*ctle*ral 
Reserve' Banks, because* ii<it only arc tlie*re* tlie*sc .statutory conditioiiH 
as te.) the ])roj»ortion (»f geihl to be* hedd, but the*re* are* /i!sf» statutory 
eonditioiis u.s to the (»the*r e'cive*r whie'h may be* he*ld against Me»f4* is.siie. 
^rhey can onlv hold e*ligible bills I he* l*e‘eli*ral R**se*rve* Banks an* of 
e>pinion that the* amount of re discounts oiitstaraling a! any eaie* time 
ought to be quite a me»dcrat<* teital. The y re*ganle*<l the* S I .ttOOmillamM 
which W’(*rc outstanding a ye*ar ago as sorr)e*thii.'r e‘nt jre'l\ f'xercptifiiial. 
I do ned say they would nelt n*gani the present millions as some 

what bele>w normal, but still it Wf)uld be nmre* like* what they woulel 
regard as normal- the V weajld reganl |K*rhai)s $4Uif rnillieins /is normal. 
On top of that, there are SUH) to miliums nf m rvpimuvs bought 
in the market, l>ut the variation in aece*ptanee.s would 1 h^ se*asonal. 
Really they take it for granted they can only hav^a cove^r t4> the 
amount of about S40()or SoOO millions in addition to ihcir ge>lel for 
their note issue. 1'hat means that they regard a vc*ry gre^at part of the 
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existing gold reserve as locked up against their note issue. That does 
not account for the whole surplus, but it accounts for some part of it. 
After all, if they are going to keep within their legal limitations, they 
need some siu^lus. If you have got to hold a proportion of your note 
issue as legal reserves, then so far as the statutory reserve goes the 
gold held does not exist for practical purposes. If you establish a 
statutory reserve against your note issue, you sink the gold which 
belongs to the statutory reserve in the sea, and it is nothing more 
than a prohibition on the holding of so much earning assets. So far 
as the bank is concerned, it does not exist. That is not literally true 
with the United States, because the Federal Reserve Board has 
power to suspend the reserve requirements in an emergency, but it 
is not expected to use that power. That is one of the considerations 
which apply in the United States. 

Now a word about France. The French have been taught, partly 
by the Anglo-Saxons, that to hold government securities against the 
note issue is contrary to sound banking. We and the Americans must 
admit that we do not carry that into practice, but if you refer to the 
text-books j-^ou will find that it is laid down as a rule, and the French 
have conformed to it. They have no government securities, except 
to an insignificant amount, against their note issue. What has taken 
their place ? They went on buying dollar bills and sterling bills up 
to a very large amount, but eventually they became frightened. As 
Sir Otto has pointed out, there are psychological objections to a 
gold exchange standard, and people do not like to hold the backing 
of their note issue entirely in foreign securities. The French raised 
the total of their funds in foreign securities to thirty-two milliards, 
or £250 millions. They thought that was too large and so they pro- 
ceeded to reduce it, but even now it is twenty-five and three-quarter 
milliards, or over £200 millions. They had then to deal with the gap. 
which had to be made good in some way. The supply of rediscountable 
bills in France was quite insignificant in comparison to the amount 
of backing which was required, and so they had to have gold, as there 
wjis nothing else to fill up the gap. That is the real explanation of 
the case of France. We think it perfectly normal to hold £260 
millions, nine-tenths of which are government securities, as backing 
to our note issue, and that relieves us of difficulty. In the United 
States they from time to time acquire very large holdings of govern- 
ment securities, running up to $600 or $700 millions sometimes. Thus 
there are these pbstacles in France and the United States to a further 
economy of gold. But even without any economy of gold there you 
stiU have an ample reserve in this country. The reserve in this country 
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is an operative one. All the others are asleep. The reserves of the 
continent of Europe do not appear except as an iK'casional tlrain 
upon Ijondon. The ofH'rative figurt\ the tigure which deteriuiiies the 
credit policy of the world, is the n\st*rve in I.iondoii, and that is 
gradually grouping to excessive dimensions largely owing to the 
disgorging of the Australian riMlundant reserves. The time may 
come, after a year or two of cheap money and <*onsiderable inflation 
of credit in the world, that then' will he again a shortage of gold. 
1 take it for granted that the zeal for deflation shown by the central 
banks of the world in the last few years would in no way prt'vent them 
showing an equal zeal for inflatioTi so long as they can inflate within 
the limits of the gold standard : so that it is jHTfivtly |Kwsible. iinl<\Hs 
something is done to prevent it, that ycai may get a s(?arcity of gold 
arising in the course of the next few years in that way. 

I think what is required is the adopt icai of some system stabiliza> 
tion which W'ill prevc^nt th(‘ inflation of gtdd. and therefore pn»venl 
the circumstances from arising which will cause a sc^areity of gold. 
If once you get a fHilicy of price stabilization brought int-o full 
ofH^ration, 1 belit've tlu‘ more distant diftieulties that Sir Otto ndiTHnl 
to, ten years hence or more, when the falling output of gold is felt, 
will probably quite tMisily take care of tlu‘msi*lves. I <lo not think 
that the pr<»judice against the gold exchange standard is so strong 
as Sir Otto thinks, 'fhe mere bud that the French an* willirjg to hold 
£l!00 millions of foreign a.ssets is €*vid<*nee that it is not. I hat is an 
iidministrative act, and it involves all the reasons t hat Sir ( )t to rt'ferred 
to, such as the risk in ca.se of war, for example. So I think it is cpiite 
likely that countries will drift into using foreign exchange to eke out 
their gold. It is not necessary to hav<* statutory {miwit to reckon 
foreign exchange as a n'.scTve in ordiT tf» c‘<H>nomizfv Sup|Kise wes 
adopted it in this country. At the present moment we have a reserve 
in the banking dejmrtrm^nl of about millions. SupiKisiiig we 
exchanged £40 millions of that for foreign <*xchaiige, dollars, francs, 
and so on, W'o should then be in ju.st as stnmg a rc*servf‘ |>osition as we 
are now. The risk nl denuding the bunking (Icqr.rtment of its n-serves 
would be no greaU^r than it is now. It is }Hj.ssible to substituU? gold 
exchange to any extent for your ^arpluM resiTves, leaving your 
statutory reserves where they l)elong, at the botb>m of llie sc^a ; S4> 
that the o[)erative part of your resc-rve can be* held in the form of 
foreign exchange. Moreover, without any legal gold exchange* stan- 
dard the central banks might make a pnudice of bui'ing and wiling 
foreign exchange on such terms that they will never, in hw’i. have 
cdther to export or to iinjxjrt gold. It will always he more profitable 
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for a foreign dealer to take exchange instead of gold. I would not say 
you would never have to buy gold, because there is the fresh output 
from the mines which has to be absorbed by somebody. 

Underlying the whole question is this problem of what standard 
reserve ought there really to be — what standard of available dis- 
posable gold or gold exchange reserve ought a country to hold ? I 
think the answer is a simple one. There is no purpose in holding a 
larger reserve than the equivalent of the largest currency contraction 
that public policy will allow the country to undergo. 1 think that is 
exemplified in the case of Australia. Australia had very nearly the 
largest gold reserve per head in the world — ^not quite the largest, but 
the same amount j)er head as France or the United States and a little 
less than the Argentine Republic. The time came when there was 
a collapse in world prices, and Australia w'as faced w’ith the choice 
of either contracting her currency sufficiently to keep her currency 
at par or going off the gold standard. It w^as of no advantage to 
Australia to have a greater gold reserve than would enable her to 
contract her currency to the extent she thought desirable. If she 
did not want to contract her currency beyond that jKnnt it was no 
use holding gold. She suspended the export of gold instead. 

As a matter of fact, in the particular case of Australia, they have 
found a very valuable use for gold in creating sterling to meet sterling 
liabilities in London. But the general princij)le remains that it is no 
use holding a greater gold reserve than will enable you to make the 
greatest possible contraction in your currency that you will w^ant to 
make in any emergency. Probably our present available reserve of 
£60 millions is more than sufficient for that. But there is this to be 
said. In order to carry that policy out literally it might be necessary 
absolutely to suspend lending by the central bank in order to make 
the whole amount of contraction effective. That is the policy, in fact, 
which was adopted by Dr. Schacht in 1924. He rationed credit so 
that any loss of gold or exchange when it occurred w^as fully felt in 
the contraction of the note issue. 

Dr. Paul Etnzig : As Sir Otto has rightly pointed out, one of the 
most obvious w^ays of economizing gold would be an all-round reduc- 
tion in margins over and above the legal minimum requirements. 
I think the Bank for International Settlements, by its mere existence, 
will contribute to a very great exUmt towards this end. The main 
reason wdiy at ^)resent every central bank endeavours to keep gold 
in excess of legal requirements is that they have nobody to fall back 
upon in case of emergency. Once there is an institution set up which 
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can supply them with supiKirt in the ease of enu'rpenev. the nuiin 
reason for keeping a surplus facU^ away. If the Ihink for Inter 
national Settlements provides a channel between the various central 
banks, that would be a help towards eliminating the necessity* of 
keeping a surplus for seasonal re<|uirements. lu'cause at the time of 
the year when the central banks in agricultural countries have a 
temj)orary influx of foreign currencies and gold, then' is a pn'ssure 
against the central banks of the im{Ha*ting countries. A simple way 
of comj)ensation would be if the central banks of the agricultunil 
countries were to transfer some of their iinwantiHi surplus to the 
central banks of tlu* imi>orting countries during the crop season. As 
a result it would be suiktHuous for the central banks of importing 
countrit\s to keep a surplus gold stock to nu*<‘t st^asonal rtMpiiremi'iits. 

Mr. D. Baurkk: The view ha.s la'cn lu*ld in nwnt years in (Jn^at 
Itritain that it would be a good change in our .slatuti»rv regulations 
if the Ihink of England were in a {K>sition to hold more of its re.serves 
against its deposit liabilities inst4'ad of ItK^king them up as a n*serv«' 
against its note liabilities. That is ('sp(»cially true, I should imagine, 
in the case of a ('ountry wlu'rc* bank money, of which reserve^ against 
central bank dejMisit liabiliti<*s is, after all, the ultiinatt* reserve, was 
the princijial form (»f numey. and <Mitnumben*d gn^atly the note 
money in the country. Hut it ihs's seem to me that even to lix the 
ratio against deposit liabilities of a central bank is an iins<*i(*ntilic 
way of tackling tlie problem. What we wotild like to hap|M*n. I take 
it, is that the gold should l>e usimI for the pur|>ose of mcH*ting inbT- 
national movements of (mrnaicv rather tl)an be usi‘<l as a direct 
internal check, (.iold held freely as a r<*serv«‘ agaiit.st tlie liiibilities 
of a central bank is (piite <‘fTeetive in keeping that bunk up to the 
scratch with regard to regul.iting its intiTnal currency polity in ordt*r 
to maintain the g(»ld standard. If y^ai consider possibit* internatitaial 
movements of curreney, stNisonal. jHTitKlie, an«l eaisual movements, 
they do not bear any close |KTeentage rc'latitaisbip Ut the at^tiial 
volume of curreney t»f all st>rts insidt* a etnintr ; . 1 litTefore it st^tuns 
to me a country ought to sit dtiwn anti etjnsider what an* the p<»ssible 
variations in the balanee f>f payments b<*tween itself and fon^ign 
countries. To a certain extent it etailtl argue that tht‘ possible pay 
ments it would have tt» m(*et would be to eerlain e^»llMtri<^^ which it 
could name. To a certain extent tluTc woultl be an aintuint over Jiiul 
above that which migfit have to g<i Iti any eountry, M;liieh t»ne trf>ul#l 
not I>e sure of. The first tyix* could 1 h‘ mi't by holding ft>n^gii exehange 
to the required amount, anti the extra gentTal reservt^ should lx* 
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in the form of gold. It seems to me, if central banks considered their 
requirements in that sort of way, we could secure a much greater 
economy of gold than by arguing about what sort of percentage of 
reserves is required, which seems to me a totally unscientific way 
of solving the problem. 

Mb. Graham Hutton : There is one point which must have struck 
all of us during this discussion, and that is, that the important 
question behind all this is the effect on the price level. For example, 
in the case of France the wholesale price level moves in sympathy 
with the world price level, the internal price level going in the reverse 
direction, due to the expansion of note issue. That is in part due to 
the fact that a considerable amount of short term money found its 
way over the Atlantic before the Wall Street crash. When the Wall 
Street crash took place, this came back either direct to Paris or via 
London, and the Bank of Franco was compelled to buy gold, if the 
holders preferred to take in gold. Against that it expanded the note 
issue, as is known. It seems to me the most important thing is not so 
much the question of percentages, or of ratios, but of some kind of 
control, which perhaps the Bank for International Settlements could 
in time exert upon short term money, immediately mobilizable 
money, which finds its way about in considerable quantities now, 
owing to the fact of the continual fall in the price level. The important 
thing to my mind is that we should keep oxu* eye upon the price level 
and its effect upon the entrepreneur in all countries. The fact is, there 
is a considerable damping down of activities as a consequence of the 
increase in the short term money which finds its way about in this 
manner. In a case like France, where there is no limit upon the 
amount of devisen held abroad, it has the effect of inflating or expand- 
ing its internal currency. At the same time the movement of its 
wholesale price level has an effect on its exports which is deleterious. 

The Chairman, Sib Bash, Blackett : It has been rather remark- 
able how, during the course of the evening, we have managed to keep 
to the subject of what possible means there are of economizing gold, 
without discussing at any great length — even Mr. Hawtrey managed 
on the whole to keep away from it — the question of why we want to 
economize gold. The very awkward question, which I hope Sir Otto 
wrill answer, why central banks keep gold, and the question of the 
price level, are^questions of very great interest to this group ; but 
we are not discussing them to-night. 

Mr. Fleming put his finger on one difficulty when he spoke of the 
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position in Prance, I think Mr. Ha^lrey gave a i;K>rtion of the answer 
to his question : Why does France keep such a very largo reserve f 
But the answer in many of these cast^ is that the psychological atti- 
tude which regards a gold reserve as something flattering to national 
vanity is always present, and the fear that in time of emergency noU's 
will not be found to be real tH^onomy. In India that is a thing one is 
constantly up against. India has Ikh'ii accustonuMl for a gtHni many 
centuries to regard metals as the only things of vahu*. 

I do not know' that there are any additional means of (vonomizing 
gold w^hich I can mention, lH\von<l those which have Ikhmi stat 4 Hl this 
evening. The }K>int, 1 think, that this group should interest iist^lf in 
is trying to get a full list of the {Missihle means of (H:u>noini 7 .ing gold 
in order that they may be eonsidertnl in relation to tlu* qiu^stion when 
w’e come to discuss it : Why do we gold { For what |utr|K>8es 
and in what amount is it ilesirahle to it i 

The gold exchange staiulard wiis put forward quite definiU'ly at 
(fcnoa as a means of economi'/ing gold, and as a means by whieh 
co-ojieration between the central hanks of the world in regulating 
the distribution and sujiply of gohl for monetary purposes might Ik* 
facilitated. It is true that the g(»ld exchange standard luis from pre- 
War days a sort of impliiuition that it is only adoptcMl by tb«» wt*aker 
countries, or countries whi(*b are not entirely their own m;ist<*r. I 
think in India the gold exchange* standard received a IkmI name among 
the Indians because it wiis regarded as s<»riiethifig that veas forced 
ii|K)n them by the British, because they would not give tlu'in the gold 
standard. If you could only convince |M*ople that the gi)ld t*xrliange 
standard and the gold standard arc* oia* and th<* s<iine t hing, tla^n tin* 
|K>ssihiIities of using the gold exchange* stafulard with iinn'h more 
c*fTcct throughout the* world W'ould he* rniiedi gre-atcT than fhf*y are 
to-day. 

One or two s}x*akers this evening have speikeii a** if, w h<*n a e*ouniry 
reduced its holding e;)f foreign exchange, it was tloiiig e‘Xiu*tly the* same 
thing as when it reducerd its heading of gold. l*hat may jKissihly 1 k^ 
true of the country w'hie^h is rcHluedng its lioleir'g of gold e^xcdiange ; 
but it dex?s not nc*(ossarily havc^ the same e*fTe*e-t in a country wdiic^h, 
instead of receiving g^dd, is ge*tting its own curn*n(,*y returned t>o it. 
Supposing this country, insteeui of holding £10 millions in ge>l(b wc*fe 
holding $50 millions as part of its statuf/ory c^^ver fe>r gold n?Herve, 
and 8Uppo.sing the* time e*ainc‘ w hen thcTc^ w'as a drain on the c*xe?hange, 
and it gradually melted that Sr>0 millions, it w ould not Jiave the same 
effect on New Vork as the .shipnnmt of $50 millions in^ohl to New 
York. That has to be^ remc^mlK'reHl and takc?n into acce»unt w'heui you 
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are considering the gold exchange standard. Sir Otto will find many 
opportunities of answering the points which have arisen in the 
discussion, and I will now ask him to close it. 

Sir Otto Ntemeyer: Sir Henry Strakosch pointed out that I had 
not mentioned, as a possible source of economy, the exclusion of sight 
liabilities from the basis on which the percentage of cover was 
calculated. I did not mention that on purpose, and for this reason. 
In all the countries where that applies it is, of course, statutory. If 
you were to hope for a change in that direction you would be faced 
with the same difficulty 1 mentioned in bringing about a simultaneous 
statutory change in the existing minima. I had thought of mentioning 
it, but it seemed to me, if you were going to deal with that question 
at all, it was easier to have a general percentage reduction, leaving 
the basis alone, than to persuade people to change the basis. I do not 
mean by that that I am a convinced adherent of the idea of having 
cover on sight liabilities. I merely mean, as a practical proposition 
I should have thought, if you had to choose between the two, it was 
easier to reduce from 33 per cent, to 25 per cent, than to keep your 
33 per cent., or some similar figure, on notes alone, and not on sight 
liabilities. Sir Henry mentioned the question of the hidden reserves 
of banks. I wonder whether there is really very much in that. The 
fact that some central banks may have reserves tucked away — 
reserves which could count towards their note issue cover with other 
items — offends one's statistical sense; but I should doubt very much 
whether the amount iiivolvt^d is sufficiently large to make any great 
difference in the picture. In the only cases that I can call to mind it 
is a question of a couple of millions, or that kind of thing. Therefore, 
1 doubt whether there is much in it as regards economy of gold, 
though there may be a great deal to be said against it from the point 
of view of theory. 

I am very much obliged to Mr. Kisch for explaining historically 
the basis of the 33 per cent. What he said rather confirmed me in my 
belief, because he said it was derived from the practice of the Bank 
of England in the years following the Act of 1844. But the position 
then was different. The whole basis in people's mind then was the 
liability to pay internally current notes in cash. That is not quite 
the position now, as it seems to me. I think the explanation Mr, 
Kisch gave is probably right historically ; but 1 am not sure w'hether 
it is very good^logic at the present moment. 

Mk. Kisch: 1 also referred to the pre-1844 practice. 1 should like 
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you to invest igato the iK)int of whether the prt'-1844 priu'tice was 
also on that basis. 


Sir Otto Niemeykr: Mr. Kisch also said I had exaggeraltMi the 
difficulties of getting the legislation to alter the statutory figures, 
because he said there ha<I Ikhmi occasions where a good many countrit's 
had legislated at the same* moment, (^irioush enough, it was prtviselv 
the experience of that simultamnnis legislation, with which I wjis 
somewhat concerned, which has creattHl in my mind a vivid sense* of 
the difficulty in getting that kind of simidtancous action. 

I think I must leave Sir Henry Strako.'^eh and Mr. UarlxT to 
reconcile in private their quarrel about sight liabilities. 1 think I 
should agree with Mr. Hutton that, if tht‘ Hank for International 
Settlements funetions. as we ho|H* it will function, and if the fiM'ling 
grows up that here is an organ to which the central hanks in time of 
trouble can go, it might considerably assist in reducing in soim* cases 
the excess of actual cover held ovi*r the* legal (‘ovct. 

Mr, Hawtrey provided a certain amount of answer — 1 do not know 
whether it was satisfactory — to Mr. Fleming. Tht* only thing I would 
add on that subject is that it is fair to say that tluTc have hetui signs 
recently of willingness on the [lart of the Fn^neh monetary authorities 
to part with gold. 1'hree or four million |M)unf|s of gold have, in fact, 
gone from France to (lermany. Mr. Hawtrey said a luimiHT of things 
which 1 think 1 should probably <li.sagrei* with, hut hc' provided me 
with considerable comfort by telling me 1 was a black |K*ssimist, and 
that he wtis iiiueh more optimistic. 1 think this is the only time when 
Mr. Haw'trey ha.s said anything of that kind to nu‘. 

There is only on(‘ thing 1 would like to add, ari-^ing oiit af what 
Mr. Hawtrey said. I hojK‘ 1 did not leavt' the impressifm, w'hi*ii I was 
enumerating the <lifliculti<‘s I saw in the gold e xchange standanl. 
that tho.se difficulties had turned me into iui <qi|K»nt‘nt of that stan 
dard. That is not so at all. What I meant tfM’c»nvey was that then' 
W’ere these difficulties, diilicnlties which exist jMThaps more outside* 
this country than inside tins country, I thirn tin y an* very real 
difficulties; and difficulties which theese* of us wlm he-lii've* in the gold 
exchange .standard have* not d<*alt with fully e*rHmgh to creein* a real 
impression ujion those who think difTf*rently. 

As a result of our diseu.ssion I come* bae-k n*ally te> what I e*ndeMl 
with W'hen 1 W'as s{M?aking before? ; and that is. tliat it <loe*s .s<*eiii to me* 
that the only way in which one can hojK* to make progre-s;^ in Milielifying 
opinion and in obtaining a unit4*d front whieli can biliig afniiit a 
co-ofK?rative effe^rt in the economizing ejf gold is througli the* platform 
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of the Bank for International Settlements. I think that is really the 
most hopeful sign that there is on the horizon, although at present 
it is rather a vague sign. 

Selection of Comments on the Proceedings 

Mr. J. H. Person: The group will give full weight to Sir Otto 
Niemeyer’s remarks as to the difficulties in getting amendments of 
central bank statutes. On the other hand, one of the objects of the 
group’s work, as outlined at the beginning, was to educate opinion 
among central banks themselves, and we ought not, therefore, to be 
deterred even by the undoubted practical difficulties that exist. 
Moreover, even the attitude of central banks as regards their own 
statutes should in the long run be subject to the paramount interests 
of the community, and if it can be shown that present arrangements 
need modifications in the public interest, we ought not to hesitate to 
say that they should bo made. 

The point raised as to the surplus reserves over legal requirements 
kept by central banks appears to be bound up inextricably with the 
question of reserves themselves. In practice, it is these surplus 
reserves which do the real work of reserves. The legal reserves are 
locked away under present arrangements, and perform little or no 
useful function. When we ask the question, what surplus reserve does 
a particular bank need to keep, we are really asking what its reserves 
should be. I hope this point will be developed at later meetings, and 
we can hardly come to a final conclusion about the surplus reserves 
until this general question is cleared up. 

It is clear that in certain countries the total reserves of gold held 
are greatly in excess of reserve requirements, and it is, therefore, open 
to question whether our troubles at present can be said to be primarily 
due to shortage of the metal. But the countries with relatively large 
gold reserves have a specially powerful influence on financial condi- 
tions throughout the world. If such a country persistently maintains 
a policy of deflation, it will tend to compel others to follow its 
example. That would appear to be a reason for the world-wide in- 
fluence of the United States monetary policy last year. One remedy 
would undoubtedly be to readjust in some way the mal-distribution ; 
but this presents great difficulties, so long as the policy of central 
banks remains as at present. Another policy would be to try to 
achieve reguls^r co-operation between the greater central banks, so 
that the eviis of one such institution pursuing a deflatory policy to 
the detriment of its neighbours should be avoided if possible. 
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It may be that the group should devote an evening te considering 
the question how the gold exchange standard could be tlevelofwii, and 
its adoption extended. We in this country are not fXThaps in a very 
strong position in this resiHHd. What prindsely would 1 h' the di.s- 
advantages of our including foreign currency, up to a ctTtain proisw- 
tion or above a certain statutory sum to be kept in metal, as part of 
the reserves of the Bank of England ? This is a problem which 
requires further investigation. Theortdically it should jHissible, 
as Mr. Hawlrey says, by buying and selling foreign exchange, to avoid 
exports of gold altogether. Is not the sup{K)sed advantage in an 
export of gold, that the exjKjrtiiig country anticipates that it will 
lead to an inflation of credit in the irn{K)rting country { Hut this is 
not always the case, as the practice of the Tniti'd States for soim* 
years past show’s. If all countries could he |KTsuadeil to adopt a Iarg 4 > 
proportion of foreign exchange among tlu^ir reserves, this woidd lc»ad 
to a substantial economy in gold — one which might std off tlu* fall in 
gold production, anticipated by Mr. Kitchin. It may Ik* said that it 
is a form of inflation, but inflation and (H‘onomi/jng gold an* idtuttical 
policies at bottom, though undertaken in very different cin*iim 
stances. 

Mk. Milne-Bailky : This discussion d(H»s not give rise to any gn*at 
feeding of hope regarding <lirect nu*thods of (*eonomi/.ing in the use* i»f 
gold. It does not apfK*ar likely that the mloption of the gold t*xehange 
standard will become more widespread, although Sir (Hto Ni(»iney(‘r 
is undoubtedly right in saying that the whole (piestion <»ught to 
l>e reconsidered with a view' to restating tin* doetrine of tla* gold 
exchange standard in a way that would make it more a(u*eptable 
to other countries. 

Mr. J. R. Bellerby: The problem of a<ljusting the demand for 
gold to the supply is au elernal one. We may siiect^eil a1 the present 
time in adjusting the monetary demand for gold to the available 
supply ; but wdiat we do now* wdll have to he doiu again in five years ; 
and again in another five years . . . (ul ivfniihim. 

Does this not somew’hat multijily the difficulty of tudiieving the 
end through the means discussed by Sir Otto Xieineyer ? \ irtually 
every suggestion he mfide, to be widely effi*(;tivc, would ine/m alt^T- 
ing some fifty bank statutes" and would involve <lifficult legislatif>n. 
Is there any hope then, that this proc<*ss may b<- carried tlirough every 
five years? There is one suggestion not, 1 think, mauc^ during the 
discussion, to w’hich these criticisms w'uuld n^it apply: namely, that 
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every country should fix for all time the absolute amount of gold to be 
held as minimum by its central bank. There would then be no 
increase in the world demand for gold however rapidly trade might 
expand or prices rise. The only disadvantage of this suggestion, as 
compared with the other mentioned here, is that it would provide no 
safeguard against limitless inflation. 

A means of economizing gold reserves might be suggested which 
would obviate the need for repeated changes of statute, and would 
guarantee j)ermanently the adequacy of the reserves. It would in- 
volve, at the outset, legislation in all countries giving discretionary 
power to the central banks to modify their price for gold. 

Given this power, central banks w'ould, through the machinery of 
the Bank for International Settlements, universally and uniformly 
raise the price of gold whenever a shortage of reserves was threatened. 

This would have the effect (a) of increasing the value of the gold 
held in all central banks, and therefore of easing the reserve situation ; 
and {b) of stimulating the production of gold. 

No fluctuation in exchange rates would result if the changes in the 
price of gold were uniform. 

Mr. E, L. Hargreaves: The discussion of the group seems to 
have left some uncertainty surrounding the conception of the scarcity 
of gold. To what does this scarcity refer ? Does it refer to (1) the. 
amount of gold held hy central banks relatively to certain legal re- 
quirements ; (2) the amount of gold held by central banks relatively 
to the maximum external drain they are likely to experience ; (3) the 
amount of gold required by way of annual production to maintain 
a stable level of prices ? There seems, further, to be a sub-division of 
the last two questions according as legal reserve requirements with 
regard to actual gold holdings are (a) modified, (6) unmodified. With 
regard to legal reserve requirements it seems clear that the actual 
reserve requirements were based originally on the possibility of an 
internal drain ; wdiere, owing to the abandonment of a gold circulation, 
such a drain is no longer possible there is considerable room for the 
modification of the requirements. 

Mr. D, T. Jack : The question has been raised as to why, in general, 
gold reserves should be kept by central banks. That question appears 
as one which is antecedent to the inquiry relating to the possibility 
of economizing in the monetary use of gold by central banks. The 
follow^ing notes relate to that preliminary inquiry. 

Orthodox theory before the War suggested first of all that gold 
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remryes were necessary in order to meet pn)bable demands for the 
repayment of notes and deiK)sits. At that time gold einmlations ueix- 
commonly expc^rienced and it was not uncommon for a pn'fen'tux' 
for gold coin as compared with bank notes to Ih' exen‘isc‘d. In England 
the absence of bank notes of smaller denominations than tivt‘ |H>nnds 
represented a limiting factor on the us4‘ of notes, whu'h did not t^xist 
in the case of Scotland : though in Scotlaml the abst*nt‘e of a note for 
ten shillings led to a considerable cinmlation of half sovtutugns. 'I'he 
fact of a gold circulation collided with the nMpiiivnuuit that uoUh 
be immediately convertible into gold coin, as ilistinct from golti 
l)uIlion, made it necessary for the banking system, and the central 
banks in particular, to hold ivasonably adequate goM n‘srrvfs against 
the noU's issued. 

lender modern conditions demands for the nqiayinont of note's in 
gold coin either do not, or l annot, exist. I'lic* list' of paina* money for 
purposes of internal circulation is now lirmly cstablislaMl and thciv 
is no misoii to suppose that then* exists any strong sentiment in 
favour of a ndiini to gold coinages, except [HThaps in the ease* (»f the 
Latin countries, 'to that exbmt it becomes uniH‘(*(‘ssarv to hold 
n'servos in actual gold against internal note issues. I'he view is 
sometimes popularly exprcs.s(Kl, of course, that gold is iu»cessarv as a 
‘ backing' to noU* issues, the implication b(*ingthai soimdiow tin* value 
of a note issue is derived from the amount of this ‘ backing ’. l''or this 
idea there is no foundation, and it tinds no res|»onsible sup|H>rt. 

The other function of ccmtral gold n‘S(’rvt‘s was to iihmU demands 
for moans of ])ayment in other foreign centres, ruder pre War 
conditions such dfunands for gold were mainly assis iated with a 
position of exchange <lis-e<juilihrium, the* funetiem of the gohl outflow 
iieing only ])artly to liquidate an adverse balance of iudebt4*driess 
and for the most part to facilitate a change in tin* undi*rlying con 
ditions of credit and prices, .such that the ad\iTse balance would be 
settled in goods and services. Smdi a gold oulll<»w was iin(Nirtaiit 
as an index and as a warning to tin* central baidv that c<»rrective 
forces were necessary and that some credit rest »ict ion wjts callc<l for. 
Failure to take tliis action (‘X|#osed tlic country in (piestion t4» the risk 
that the viilue of g^)ld within it would nunain fKTiiianently out of 
equilibrium with its value elsewhere. If the (central hank failed to 
rc^strict credit the gold outtlow might well c»»ntinue and its entire 
gold holding be lo.sL In short, while the fire War golrl .standard had 
the apjKiarance of w'orking automatically, some degree nf iiiaiiagemfuit 
was also present. So far as (»reat Hritain is ironceriied ojH*ration 
of the Act of 1844 comjx-lled a contmetion of note issue jnin jkihhu 
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with reduction of the central gold reserves in the Issue Department, 
and gold for export might be obtained by presenting Bank of England 
notes for conversion into coin. This procedure, however, is no longer 
necessary nor is it practised. Gold may be obtained from the Bank 
in bullion form and may be paid for by means of a cheque drawn 
on a bank balance. But, in any case, even under the earlier procedure, 
the automatic reduction of the note issue would not have been suf- 
ficient to contract credit adequately and without deliberate action 
by the central bank through its discount rate. 

Under modem conditions it is common for central banks to hold 
considerable portions of their actual reserves in the form of foreign 
exchange and balances with other central banks, and these as well as 
gold may be used for the purpose of meeting demands for foreign 
currency. Taking the four central banks of Germany, France, Italy, 
and Belgium at the end of June 1930, their total reserves of gold and 
foreign assets amounted to £900 millions and of that total £306 millions, 
or 34 per cent., consisted of foreign assets. But just as under former 
conditions an adverse balance of indebtedness calls for its corrective 
action by the central bank, and it makes no essential difference 
whether the external drain is experienced on its gold reserve or on 
its foreign exchange reserve. The fact that foreign exchange reserves 
may be held makes it less essential to hold reserves in actual gold. 
What is essential is that some reserve be held in a form which will 
be immediately acceptable in foreign centres and which can be used 
to meet demands arising from an exchange position which is in 
disequilibrium. 

How large should this reserve be ? For a minimum it must be 
sufficient to metet demands which may arise urdil such time as equili- 
brium will once more have hoen restored. This follows from the fact 
that the return to equilibrium must be made through credit policy : 
it is not made merely through the drain on the reserves of gold. 
Therefore, a central reserve either in gold or foreign assets is neces- 
sary to meet extraordinary demands for remittance abroad until the 
credit restriction will have been effective in achieving its purpose. 
That conclusion is similar to the point made by Mr. Hawtrey ; ‘ The 
general principle remains that it is no use holding a greater gold 
reserve than will enable you to make the greatest possible contraction 
in your currency that you will want to make in any emergency.’^ But 
it can be said that the more efficient is the mechanism of credit 
control in an^' banking system or the quicker can readjustment from 
dis-equilibrium be effected, the smaller will be the reserve which it will 

^ See p. 102 above. 
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be possible with safety to maintain. Hence 1 would suggest that 
the group devote some attention to the tei^hnical problems of oriHlit 
control by central banks, more j>articularly from the |K>iut of view 
indicated above. 

It would appear that the strict udhertMico to lixixi minimum legal 
reserve ratios, whether to notes or to notes-cM»i-sight-liabilities is an 
historical survival with no strictly scientific foundation. On the 
other hand, some definitt* assurance is demandiHl by the public that 
adequate reserve provisions will in fact la* made. To leave tht* mattsT 
solelv to the unfetteretl discretion of central bank dinn’torates woiiKl 
probably fail to satisfy that demand, even though it is rt'cogniwHl 
that modern central banks })lay for safety and bold larg«‘r reservevs 


than they are required to do either by law' or out of considerations 
of financial caution. In so fur as they hold re.scrves in act ual gold »w 
distinct from gold exchange, they deprive thems«>lves of i»otc*ntially 
earning assets, and from a |KHumiary {H>int of view tlu'y «wt contrary 
to their own immediate inlere.sts. 'I'liey may, of cours«>, dtsude to 
h<»ld gold in prtdorence for psychological rcjusons sin<‘e the risk of 
loss is apparently less. It could. h«»wevcr. be poinbsl out that, if any 
real measure of risk attsmhes to the lioMing of for«'ign balances, the 
prospects for international financial ndations, and tluTcfore for 
international trade, mu.st indce»l Ik* p<M»r. 


It is frequently said that the holding of reserves in foreign ass«*t« 
as distinct from gold is viewed with <lisbiv«>ur by many c»*ntral banks 
for such reasons as Sir Otto Xiemey«‘r has indicate<l. If that disfavour 
is strongly held it would be rea.sonable t.o sup|H>s<* that now that 
monetary conditions are nuirc st'ttk'd n*s«*rvcs in mutual gohl shouhl 
figure more prominently in central bank staUmuTits. It iiuin , there- 
fore, be useful to comiiarc the jKisition at the » nd of .liim*, ami 

at the end of June. IIKK). for a numln'r of ciuitral banks. In that isthhI 
the gold re.serve of the lieichshank increased from £!•'. millions to 
£131 millions and its reserve in foreign currencies from £IK millions to 
£23 millions. In the casti of the Hank of i-’ramc the gold re.s.*rvc 
increastid from £ 2 !>r. millions to £:J.^^» millions wh Ic 1 he total of foreign 
assets remained stabh* at £209 millions. In tin- « as«- of the Lank of 
Belgium gold incrca-sed from £29 millions to £34 millions and foreign 
assets from £13 millions to £21 millions. With Austria gold remained 
steady at £4,900,090 while foreign exchange rcs<*.rve nicrca.scd from 
£5,600,000 to £ 7 . 500 , 000 , and in theca.se of the Hank of 1* inland, w n c 
the gold holding remained steady at £l,5.>0.0tK>. 
increased from £2,HOO.OOO to £ 5 , 500 In fact, onl> m t - - 

of the Bank of Poland and the Bank of Portugal has any reduction 


1 
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occurred in the foreign assets reserve. It seems reasonable to conclude 
therefore that the alleged antipathy to the gold exchange standard 
has not yet manifested itself in any concrete form. The five central 
banks cited above, together with the Bank of Italy, hold £320 millions 
as reserve in the form of foreign assets. 

We are brought then to the question of the extent to which the 
actual reserves of central banks exceed the minimum reserves pre- 
scribed by law. In June, 1930, the Reichsbank required £104 millions 
of reserves to satisfy the law, while its actual reserves amounted to 
£164 millions, giving a surplus reserve of £50 millions. The Bank of 
France required £264 millions to satisfy the law and had actual 
reserves of £564 millions giving a surplus reserve of £300 millions. The 
Bank of Belgium had a surplus reserve of £20 millions and the Bank 
of Italy £53 millions. Taking these four continental central banks, we 
have a total surplus reserve of fully £420 millions over their minimum 
legal requirements. Since the total reserves of these four banks 
amounted to £900 millions, it may be said that only 53 per cent, w^ere 
held in conformity with legal requirements and 47 per cent, were in 
excess of these requirements. 

The particular cases of the United States, Great Britain, and France 
have been dealt with by Mr. Hawtrey in the paper referred to above^. 
In the case of the Federal Reserve Banks, surplus reserves amount 
to £300 millions and at the same time there is gold in circulation and 
gold certificates fully covered by gold held in the United States 
Treasury amounting to £250 millions. From one point of view% there- 
fore, it may be concluded that credit policy is not handicapped 
through any real inadequacy of central bank reserves. The real 
problem may arise latc;r should world prices move upw ards in response 
to a considerable credit expansion promoted by general easy money 
conditions continuing for some time. It would then seem to be 
important to induce central banks to make the fullest use of foreign 
assets for reserve purposes. 


^ ‘Money and Index Numbers*, op. cit. 
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SOME PROBLEMS OF INTERNATIONAL 
BANKINO POLICY 


By dr. M. PALYI 

OoMMAxnuR Strpukn Kisr.-IlALL iiithorhair. 

The Chairman, in oiK'iiing the prcKwclings. siiid that lulvaniage had 
l>een taken of the presence in Kngland of Dr. Palyi. tin' economist of 
the Deutsche Bank in Berlin, to invite him to addn^ss a meeting of 
the group. 


Dr. Paly I : The problem in which you and we are interi^sUHl would 
perhaps be better described as the problem of the business cy<*le. or of 
the development of j>ricc‘s aiel [irofits, than simply <is the problem of 
gold. Nevertheless, it is very useful to emiihasi/e the g(»lil side of the 
question, even in face of the* danger of over emphasizing it. I have 
the impres.sion that some of you who discu.ss tlu^ (piestion in this 
group start out from the dogmatic |>osition that tht' jiresent <lepres- 
sion of prices is due to scarcity of gold. The statement which I under' 
stand Sir Josiah Stamp has made, that tin* actual artificial dearth of 
gold affords a formula for the problem, may be misleading when we 
are trying to get to the concrete issues to Ik* worked out. 1 may lx* 
exaggerating, but it seems to me that from a certain anglf>* we can just 
as well speak about t he ov(?r-abundance of gold as thf* scarcrity of gold. 
Taking the note banks, almost with the sok* excf»j>t ion of the Hank of 
England, they have* a higher ratio of rc.serves than they used to have. 
In the United States, over the average of the last Uui y<*ar.s, the 
Reserve Banks arc better supplied with gold than tin* national biiiiks 
before the War. I'hcre i.s no need to s|K*ak of the Bank of kVance. 
The Reichsbank is certainly in a better position on the average of the 
last tw'o years than it was in the f>re \Var }M‘ri» d. . . . Disregarding 
one or two exceptions, notably the Bank of Kngland. which I do not 
want to discus.s, the note banks arc pt^rfectly well sup[)iied with gohl 
for practically any purjK).sc* of their own. 'J'hc\v an; as a whole at the 
present time in a |Kxsition to supply the world with a much larger 
amount of credit than they do. There i.s ikj ol>sta<de t/o their doing ho 
from the point of view' of the gold foundation of curren^itts. For the 
rest of the banking world the situation may Ixt somewhat different. 
In a Monthly Bulletin of the National City Bank of New York there 

I 2 
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was an attempt some time ago^ to make a computation of the ratio of 
gold reserves to the total bank deposits of the United States and of 
Great Britain for two years, 1927 and 1928, which showed that the 
ratio had fallen in the last twenty years. If this computation is right, 
it shows, compared with a similar computation for 1914, that the 
gold reserves of the world are to-day used to a larger extent than 
before the War to expand credits. The assumption is certainly true 
for Germany. The ratio in the country of gold to the total amount 
of deposits is certainly lower at present than it was in 1913. This 
may mean many things, but it certainly does not mean scarcity of 
credit on account of unsatisfactory use of the existing gold reserves. 
It is undoubted that, from the point of view of the business com- 
munity, a better use of the existing gold supply is being made to- 
day than before the War. This decline of the ratio may mean that 
at present the extending of credits is somewhat more difficult than it 
would be if the ratio were better. But practically no banking system 
is unable to give more credits if sufficient securities are offered. Since 
about the middle of 1929, when the fall in price levels became really 
substantial, the ratio of gold to total bank deposits has risen rather 
than fallen. The banking world as a whole is in a better liquid posi- 
tion than it was a year ago. All these signs do not seem to point to a 
scarcity of gold ; they show rather that there is still quite a consider- 
able possibility of expanding credit on the basis of the existing gold 
supply ; and in studying the question, to start out with gold is possibly 
to put the cart before the horse. It has to be proved first that there is 
such a thing as scarcit3^ before we try to solve the problem how to get 
round it. Of course, this docs not mean that there is no future 
possibility of scarcity of gold, but as things look at present it is not 
impossible that the production of gold will keep pace with the produc- 
tion of goods. We might on the subject of forecasting the future pro- 
duction of gold leani something not from past production but from 
past forecasting. In the 'seventies, at the time when the heated 
debate about the silver question was alreadj’^ going on, the most 
famous geologist of Europe, the Viennese professor Siiss, wrote a 
book® on the question proving that, on the basis of the best know- 
ledge of the geologists, there was no chance of expanding gold pro- 
duction, and that consequentlj' there would be a permanent scarcity 
of gold. This book had a tremendous influence all over the world, 
especially in the United States. . . . Twent\' years after the appearance 
of that book,;the Transvaal mines were discovered and gold production 
took on a new development. I feel rather uncertain about prophecies 
‘ October, 1928. * Die Zukunft dea Qoldea. 1877. (Vienna.) 
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based on the assumption that we already know ever\ihing al>out this 
planet on which we are living and about passible developments in the 
technique of gold prcxluction, which is also very iin{K)rtant. 

With regard to forecasting, 1 think it is extrc*mely i!n|H)rtani that 
we should examine this question from the angle of inti*rnational co- 
operation or discussion. Fonn'asting is very iin|H>rtant. not so much 
of gold production as of price tremls. You have discussetl thoroughly 
the question of the economics of price tn*nds. and fnuu what I have 
heard I feel that there is an inclination to ladieve that falling prices, at 
least slow’ly falling prices, may j>ossibIy di» h'ss harm to the general 
public than rising })rices, Injt that a monetary |Hilicv temling towards 
slowly falling j)rices is just as much or even more likely to itnd insur- 
mountable difliculties than any other systematii* pric«' judicy. I do 
not want to discuss these ftindanuMitai issut^s again, but one thing 
seems to me to be certain -that, whether we Iwdu'vi^ in shovly or not 
slowly falling and rising prices, wo will jigriM* that the main comaTU of 
the luisiness community is t<» know which way j>ri4‘es go. Mt»st of the 
consequences of price (l(‘veK»pments sTich as wv an* discussing taiulil Ih' 
overcome if we could determiiM* what t he price development will U* ; 
in other words, insecurity is tin* real prolili^m, an<l is probably easier 
to overcome than th<* troiibl<*s arising out of the price devtdt>pim*nts 
th<*mselves. From a practical angle, the most important iMunton which 
co-o|H‘ration is n‘<juired is t<» find <»i!t methods for arriving at fairly 
reliable geiu*ral firice level forecasts <*overing a substantial |N*nod of 
time. For short jhtuxIs of time it is not si» important. For a sub- 
stantial {K*rio<l, by which I mean at lea.st a few iTionths, it tuiglit 
b(‘ and is jiossible tc» make scpriu^what reas<aiabl(» forecasts. It is v«*ry 
diflicult to say whi'ther in the next six months the jirica' of cotnm will 
rise or fall, siiux* a number of factors, such as the crop, are involved 
W'hich an* lK*yon<l the limits of human prophecy ; but it is tlii*f>retically 
jK)ssible to find out the underlying factors of a general market sitim 
tion, of raw maU*rials, let us say, an<l to do soiiudhing on co (ijKTative 
lines which will help the business man to f4>reea.st tin* pndmble tn*iid 
of general prices. It may not in* v'eiy useful for, sa\ . the ('otton iiu^r- 
ehant to know' the general ri.si* or fall in pri(*es w Iuti the eotton price 
will Ik* an exception, but the eottiUi ilealer is not (»ur sole (xmccni. 
This seems to me to Ik* a primary .suhjec't for int<*rnatiorial diH<*iiHHion 
and for the inU^mational organization of co ojxTatjve work. X**w this 
forecasting business w/)uld be very much easier if we. (xiuid agre*<^ ujkjii 
the gold side of the question, lK*caus<* we could then for^such jK-riiwlH 
as one year jxjssibly forecast the amount c;f g<ihl t^) Ik* pnKiticK^d, 
and make something like a projdiecy with regard the price level. 
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Unfortunately, I cannot believe that this is precisely the problem 
which matters, and among other reasons there is the relation between 
the industrial and monetary use of gold . A period of falling prices means 
rising value of the gold in monetary use and at the same time falling 
value of gold in the industrial use, since gold as an industrial product 
must have the same price trend as other industrial products. Conse- 
quently, in such a period, especially if it lasts a longer time, it is likely 
that gold will be drawn from the industrial to the monetary use. Now 
the estimates about the quantitative ratio of monetary and industrial 
use of gold are rather uncertain, but, even if we take it for granted 
that something like two-thirds of gold is used for monetary purposes, 
the remaining one-third gives a sufficient margin for possible artificial 
enrolling of industrial gold into the monetary use, so as to overcome 
at least a part of price depressions by means of having more gold 
drawn into monetary use ; in other words, any falling price trend 
automatically draws gold from the industrial into the monetary use, 
and, if the falling price trend were based mainly or solely on the gold 
side of the issue, then this factor ought to counterbalance partly the 
falling tendency of prices. 

Another point 1 would mention is the elasticity of the gold supply. 
It is likely to be under-estimated. Every forecast of the amount of 
gold to be produced in any limit of time is usually made without men- 
tion being made of this assumption of a given value of gold, a value 
in terms of the goods to be bought by gold ; in other words, if we 
take it for granted that prices will fall, we have to think of futun* 
gold production not in terms of the present rate but in terms of a 
rising rate of production, within the limits, of course, of the technical 
possibility of such extension of production. 

The problem of the distribution of gold over the world is almost 
more important than the problem of the quantity of gold in existence. 
Gold movements are, practically speaking, based on the international 
balances of the individual coimtries. As a general proposition, gold 
does not move from one country to another, except where the one 
coimtry has an adverse balance and the other a so-called favourable 
balance of payments. It is only the balance of payments which has to 
be paid in gold, and gold moves only to pay for international balances. 
The capital movements are the real elastic factor in international 
trade — much more elastic than trade balances, tourists’ movements, 
or anything like that. The entire gold standard is based on, the function- 
ing of the (sh^ term) capital movements, on their elasticity in Anew of 
relative changes of interest rates ; if a country is not able to attract 
foreign capital by raising the interest rates, then it may lose gold until 
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the gold standard breaks down. The amount of gold moved and the 
directions in which it moves are largely based, in their changt^ at 
least, on the changers in the capital movements all over the world. 
We have at prescuit a world wide situation chanu*terize<l in this 
respect by two factors. ( 1 ) Capital movements art* not , as they usually 
were before the War, movements of a purely rational tyjK*. w’ith 
capital moving from the country with the lower to the one with thi' 
higher interest rate. This purely rational inovenuuit of capital hase<l 
on interest rates is coimteracted to-day by risk and other fiietora of 
a rather irrational ty|x% hu^tors which an> rt'ajKmsilde for the sub- 
stitution of short term for long term capital and which am laigely 
influenced by iiKli\'i<iual elements in the siltiatiiui. (2) Then^ is an 
unusually large amount of delilH*rat4* govc*rnnu‘ntal or note bank 
policy in the capital movements. For both rcjisona capital move 
ments are not, iis they used to lx* and as we tn^at t hem in the text 
books, a nuitter of men^ automatic equilibrium, 'riu'v an* lo 
extent a matter of deliberate |K>licy, and t he question Jirises, what can 
we do by it'scmndi and practical mcasun*s U> infiuenc*e tlu'st^ {K>li(*ieH. 
and in which direction should we intluenee tluun. The amount of 
capital unmoved and irnunovable on u(‘C()unt of rt'sistamr arising out 
of the two factors 1 nu'iitioned is liktOy to causi* mon* harm to tin* 
countries w’hich do not mccivt? those* amounts than g<Hxl to thcr 
countries whicli hiiv(‘ a larger sufiply of capital by not ex|H>rting it. It 
is, of course, a very contn»v(^rsial subject, bull ho|K* to be able to say 
something for this jjroixxsition. At any rate, in a given intt*rnatioiial 
situation when j)riees an* falling, the total w-orld situation c^ould lx* 
changed by an alU*ration (which of (roursi* would not arrive ovc^niight) 
of the capital movements Uy a subsUintial amount, falling of 

prices all over the world induces banks witlulraw en dils, not lx* 
cause they an* short in cash, but simply lH*<*aus<^ baiik<*rK am rncmlwrs 
of the business community ; they sham its risks and prolits and an^ 
subject to its psychological attitude. They will lx* ineliiUMl Uy itssume, 
»i8 other business men do, a continuation of the gi*iu*ral di*pm8«i«»ii 
and will therefom he mluctant to grant new or to n m?w' existing 
crtrditR. If in such a situation new jntcniatif»nal cn*dit>s couhl lx^ 
granted and short U*rm cmdits transfonne<l into long term debts, that 
would mean that, through financing intcniatiruial tnulc, cnxlitor 
countries would lend against the scxrurities of debtor cfiuntricts and 
thus make it possible that such sc-curities, w hich otluTwise woukl not 
have been taken fis collateral, w'ould Ix’conui jKissible obj<*cirt of the 
secondary' liquidity of the hanks in the cnslilor country. 1 his funcisoii 
of international credits to create st^condary liquidity for hanks givers 
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to the international credit a particular role in the general price situa- 
tion which ought to be more thoroughly studied than it is at present ; 
and, if my presentation has any value, then methods of co-operation 
ought to be found to make possible capital movements in cases where 
they are likely to stop. In other words, at least in certain markets, 
and at least temporarily and in certain amounts, we can moderate 
international depression trends simply by new distribution of gold 
and, what is the same thing, by redistribution of credit, without 
raising the question of the total amount of gold. Such a redistribu- 
tion could only be useful, however, as a temporary measure and one 
used with the greatest discretion. 

I was not prepared for a formal talk, but I think I have done 
enough to start the discussion. Perhaps I may mention one other 
point, one which is now very much in the centre of general interest — 
that of co-operation through central banks. An extension of inter- 
national credit is likely to be through the medium of an international 
bank, and any anticipated improvement in this direction may give 
rise to the hope that it will be improved in other directions. What 
I have in mind, personally, so far rather vaguely, is not co-operation 
of a centralized tyjxs through central banks of issue, but rather co- 
operation of a decentralized tyjie. We have all over the world a large 
amount of leadership of the money markets through the central bank 
of each individual country. Opinions differ with regard to the value 
of this leadership, and not everybody believes in the wisdom of central 
banks of issue in leading their national money markets. Whether we 
l)clieve in it or not, we certainly agree that a number of mistakes, and 
very substantial mistakes, have been made by central banks. I only 
net^d to remind you of the policy of the Federal Reserve Board in the 
late summer of 1 927 of lowering interest rates, and by that method 
helping 8j>eculation on the stock exchange (it was already going on, 
of course, and it would be unjust to make the Fedei'al Reserve Board 
wholly re8}K>nsible). If an international central bank had taken the 
lead in such a policy, co-operating with the Reserve Banks and help- 
ing them to enforce their idea of cheap credit at that time, the move- 
ment might have been even greater than it w’as. One is likely to 
answer that an international central bank of the type of the Bank 
for International Settlements would not have very substantial 
means at its disposal to do anything comparatively material to help 
the Reserve Banks. That may be true for the American situation, 
but not necessarily for the situation in a smaller country, and we 
know that a 'central bank has a very large moral influence on the 
stock exchange situation, even if it has not enough money in the 
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t^echnical sense to influence the market. At any rate, a eentml hank 
alone is less strong than a central bank plus another central hank. An 
international bank runs the clanger. fn>in the |H>int of view of mone- 
tary policy, of becoming a club of central banks without any public 
control. In other wonls, international co-ojH'ration bascnl on some- 
thing like an arLstocralic club of men tx'cupying a leading |K>sition in 
their own country by reason of Ix'ing dircH‘t4)rs of ccuitral banks is an 
extremely interesting ex|X'riinent ; but we have hatl so many ex|H'ri- 
ments in recent years that wc had Ix^ttcr not pro|H>se new oiu^s with- 
out being sure that they will go the right way. 

So, without l>eing able tc» make more than very vague suggc'stions, 
it seems to me that (*o-o|H'ration is mn'cssarv and |H>ssible, and that 
one of the tasks of this group would be or coidd be to find out methods 
of co-ojxTation, bascnl on ])ublic cimtrol ami public discuKsion. not 
only between central banks but In'twcs^n banks in general. 


Mr. H. V. Berry: What I want to ask ari.si*s out of Dr. Balyi's 
concluding remarks. Go-ojHTation between banks will obviously Ix*- 
come easier as the minu'rous banks in (iermany are coiuumtrated into 
a few' big banks, 'i'his process is b<*giiniing to-day, and it ap|H*ars that 
in some* districts it is going on very rapidly. I should like to know 
w hether Dr. Talyi thinks tliat in. for instance, ten <»r twt*nty years, or 
a .shortcT tim(\ wc* are going to have the same situatic»u in ifi*rmany 
that we have* to-day in (ilreat Britain, practieullv sjK’aking thc^ Big 
Eivc in c*ach town, instead of u host of private baiikc*rs in Hamburg. 
Frankfurt, and the other big towns. \\ hat is his opinion on the* prob 
able si)eed of that dcvc lojuncnt ( 


Dr. P.\L.Vl : Wc? arc alrc*ady in that situation. Wc* arc priM?ti(?ally 
left with four big banks w ith a system of branchc *^ all over thc*c-ouniry. 
There are also thn*e or four othc*r banks with branch sysU*ms <»n a 
verv much smaller scale than four l.ig oi.-s; and a rather large 

Icajicinc numlwr of {)rivatc hanks, most of wlu« h are in reality stoiik 
brokens There is no f(»rmal difference Indwis-n a stm-khroker and a 
banker in Germany. Alreiwly the situuti.m in (iermany is not su h- 
stantially different from that in Great lintam. and it is eertamly 
likely to* be even nearer to the British one in a few y<?ars time. 


Mk. R. G. Hawtrey; 
points. Dr. Palyi drew a 


1 should like U) touch ujkmi two or thnse 
distinction la-twcHMi the view of this problem 
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taken in Germany as a price problem, and the view of it taken in this 
group as a gold problem. I think there is a danger of his misimder- 
standing our attitude in that respect. Personally, I have regarded it 
all through as only a gold problem because we have a gold standard ; 
that is to say, as a matter of fact our currency unit represents the 
market value of a certain quantity of gold. For that reason the 
problem is a gold problem, but I do not believe that our attitude to- 
wards it differs materially on that accoimt from that of the Grerman 
inquirers to whom Dr. Palyi refers. To us also it is a monetary and 
price problem. 

Dr. Palyi dealt with the question of the future gold supply, and he 
suggested that at the present time there was no scarcity of gold. 
There I entirely agree with his view. On the other hand, I think it is 
undeniable that the recent fall in the price level has been due to an 
accumulation of gold, a desire to accumulate gold on the part of the 
monetary authorities in certain countries. He pointed out that the 
United States and France, for example, have very large accumula- 
tions of gold, and that Germany has an adequate supply of gold, but 
those largo accumulations of gold have been arrived at as the result of 
a certain amount of international competition. That past competi- 
tion for gold has had the effect of reducing the world price level. It 
has had the effect of leading each country in turn to contract credit 
and to contract its money supply for the purpose of bringing about an 
import of gold. Those contractions of credit have directly caused an 
appreciation of the monetary unit of the country concerned. Each 
in turn having done that, all the monetary units have appreciated, 
that is to say, gold itself has appreciated in terms of commodities. 
I think that accurately describes what has happened, and the existing 
plenty of gold is merely the result of that competition for the supply 
of gold after it has worked its effects on the currencies of all those 
different countries. 

Another important topic was the movement of balances from one 
country to another, a movement of funds seeking investment for 
short periods. I have a suggestion to make in that connexion which 
1 think would perhaps deal satisfactorily with the difficulty so far as it 
arises. Dr. Palyi pointed out that in reality the balance of payments 
which has to be settled by a movement of gold is a thing within 
human control — it is not independent of monetary policy. I would go 
further than that and say, that not only is it not independent of 
monetary policy, but that central banks have ready to hand a device 
which would ^able them absolutely to guard against imports of gold 
at any time. If a central bank chooses to make a regular practice 
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of buying foreign exchange at rates jiisi within the goKl import 
point, it need never import gold at all. Whenever the state of ex- 
change is such as to favour the iraj>ort of gold, the central bank 
can ensure that bills will Ih' imported inst4*ad. If all central banks 
deliberately a<lopte<l that ix^Iicv, thert' iichhI never Iw movements of 
gold to settle the balance of payments. You see that il!ustrat<'d 
in the policy of the Bank of France a few years ago. In the jx^ricKl 
from the de facto stabili/ation of the Frt^iich franc at the end of 192(1 
until the end of 1928, the Hank of France was buying fort'ign t»xchange 
regularly at an approximately fixcnl price, and so accumulating 
enormous quantities, both of bills and of de|K>sits. in foreign countries. 
They did not at that jK'ricHl carry that jK>Iic\v so far as not to iinjMirt 
any gold, but, if they had chosen, they iu*txl not have im|K>rt<Hl an\* 
gold. When they did so it wjvs an lud of {Kdicy. They fmind that tlu'ir 
bujnng of bills was relaxing credit in foreign e<»untries, ami they 
thought that favoured a sjx'culation on the rise of the franc, and for 
that rcfuson they deliberately im|K>rted some gold in plac*e of foreign 
exchange. Since the heginning of 1929 they have made a change in 
their policy. They IixchI tlie amount of foreign exchange they wiTi* 
prepared to hold at twenty dive and tlinx^quarter inilliiinls, and as 
a result uny balance dm* to them had to be paid in gold. 'I’ht'n' were 
also corajdications ; in {K)int of bud, their supply of currency at that 
stage was not adequate* for their iice<ls, anil it could only lw< f‘xU*nded 
by imports of gold, d'hi* result was that thi* Hank of I’rani-e did 
import an excessive amount cd gold, lliat illustrates what I have 
been saying, that the policy <»f buying foreign exchange iiisU'iul of 
importing gold will enable a central bank, if it chcM>ses, t-o avoid the 
importation of gold altogt»ther. lYesumahly that sysb*ni i^oiild onlv 
be put into general ojKTUtion by inliTnational agreement , but I think 
everybody who .studies this question ought k(S*p in mind the fa< 1 
that" that" is a jxissiblc course which would crunpk tely avoi<l all tlie 
difficulties arising from the tem|Kirary moverm*nl c»f balaiice.s from 
one cimntry to another. 

Dr. Palyi also mmle the rather interesting iiggestion that int<*r 
national co-oi)eration in l)anking might be t‘xtended lK*yond the 
central banks to the comfH titivf* bank.s in various eountneH^ 1 liavr 
no doubt that there is much that they could do, but 1 should rather 
deprecate that kind of international co-ojK-ratii^n being nHsovmivd 
with the co-operation of central banks. The diflereiice is fundamental. 
Central banks are entrusted with the purely public tiwk of n^gulaUng 
the monetary policy of their resfiective countrie.s. 1 he comixditive 
banks are engaged in ordinary profit-making husincHs ; there may lie 
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extremely public-spirited people engaged, but their primary duty is 
to conduct their btisiness on a safe profit-making basis, lliere are 
great dangers in too intimate an association between powerful cor- 
porations engaged in profit-making business. 

Mr. C. H. Kisch : With reference to the importance of being able to 
forecast changes in the general price level, I should like to put this 
question. If every business man knew what the future of prices was 
going to be and applied that knowledge to his own particular business, 
and others in the same branch of business did the same thing, would 
not the fact that they all had the knowledge in advance and acted 
accordingly lead to a disappointment when the time arrived ? If 
everybody had reason to think that the price of commodities was 
going to rise in six months’ time, it would tend to stimiilate the pro- 
duction of commodities in general on a greater scale than had been 
assumed in the forecast, with the result that when the time arrived 
the increase in supply would not permit of the anticipated increase in 
price. Hence there would result disappointment, recrimination, and 
loss. 

I think the same point arises in regard to monetary policy. In this 
connexion there is a considerable dispute going on here as to how 
far the recent price fall, to which Dr. Palyi referred, is due to forces 
on the side of production or on the side of monetary policy. Professor 
Cassel takes the view that the whole of this question has rested in the 
hands of the Federal Reserve Board, and their policy over the last 
two years has been productive of this particular situation. Now, if 
that view can be substantiated, does it not mean that one would have 
to have some knowledge, in forecasting price movements, as to what 
the monetary policy was going to be of the predominant monetary 
power at the moment, which is the Federal Reserve Board ; and they 
have publicly stated the view that they could not possibly forecast 
their own proceedings, because if they did so they would be immedi- 
ately countered by the whole of the business community over the 
whole world. It seems to me that in this question of price forecasting 
the fimdamental position of the United States has got to be drawn 
into the picture, and I should like to ask Hr. Palyi to give his views 
on the matter. 

Would he also give us his opinion on the question of how far 
monetary policy and influences on the side of production have been 
responsible for the recent fall in prices ? 

I should like to know something of the attitude of Germany about 
the gold question. Mr. Hawtrey has spoken about the Bank of 
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France. Now at present the central Itank of Dr. Palin’s country is 
a ver%' active purchaser in the gold market, and 1 should hofie to 
know that the Reichsbunk has no gold passion such as Mr. Hawtr«\v 
has attributeti to the Bank of Krance. 

On the price questii>n I might have saiil: Is it true to say that the 
recent situation is the result {nirely t)f gold comp«ditu*n In- the central 
banks, or have we not to consider that the dear im»n«'V movement c»f 
the last two years, which was im|KKS(Hl by the l’nit<*<l Suites for 
reasons uncomiected with her gohl supply, had the efTwd- of putting 
various countries on the defensive as reganis its ow«i gold standartl ? 
The Bank of England has .shown an cxtriM»rdinnry bn>n<lth of view 
in tackling that tjuesti<m by allf>wing its gold to bill to a lev«*l which 
people here would not have anticipatiHl, sisung the pro{K>rtion of 
gold held elsewhere. The Bank has run the gohl staiuiard on a low 
level of gold, even in relali<<n to the suggestions of the Bradbury 
Committee, which ItKtks to us quite mo«l(*st in comparison with 
amounts held elsewhere, having regard to the s|H*«*ial n‘s|Kmsibilities 
of IjOIuIoii. On the monetary side 1 should be im-lineil to tbink that 
the fall in prices was not so much ilue t4> gohl eom|M'tition. but to t he 
defence of its standard, which one country afl<*r anotiu'r was forced 
to undertake owing to the policy of the l^nitisl Stab's. 


Dr. W. H. (Io.vtks: Dr. I’ulyi suggesti-d that nuivemcnts ufiwanls 
or downwards of priec.s wouhl not necessarily la* of great concern 
to the biisines.s man if he ktu'W them some ri'iowuiablc tinx* la'bire- 
hand, but during tlu* broad general ilownwanl movi'iiient of priees, 
which is likelv to continue. 1 do not think that the business man w.uild 
find himself in a really ha|.py position. It wouhl la- m. witisfm tion 
to him to know that the sba^ks he has in haml are slowly d.'pn‘« jating 
in value. It will be no assistaixe to him, when he considers the |H<ri«al 
during which i.rodueti«.n has to take phu-.-. to knr.w that the raw 
matt'rials he has bought at one level .if prices he will have to la ll. when 
transformed into his manufactured pr.alucts, at a dilTerenl level of 
prices The knowledge that prices are likely continue to fall will 
not remedv or prevent his general ,H.liey of waiting until prices are 
lower. Now one of the gr.'at evils of the continual y falling price 
level is this slowing up of the U-iuiki of busmc.Hs nn.l th.- r.-sort to the 
cushion of stocks so long a.s sKa-ks la-rmit , by ceasing to make, ami 
also, in regard to the merchant, by c-eaMiig to buy. 

Perhap.s Dr. I‘alyi would also tell us how. in an in.lustrial country 
of this kind, where labour is organizcl in strong uruts. wo are to t ea 
^th the problem which arises of sbiwly rising levels of real wages. 
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That, of course, is one of the great difficulties to-day in this country, 
when reviewed over the period of the last five years. 

Sir Arthur Salter: The angle from which the Gold Delegation 
of the Financial Committee of the League of Nations is approaching 
the problems arising from the fluctuations in the purchasing power 
of gold is slightly different from that adopted here. We are not really 
concerned with the problem as to what has been the cause of the 
recent depression in prices, or with trying to find any particular 
solution for that problem. We are taking a longer and more general 
view : we believe that among the causes that are tending to affect the 
general level of prices is a fluctuation in the ratio between the supply 
of and the demand for gold. Now that very nearly the whole world 
is linked on gold, it is clear that we have tied our fortunes to the 
unknown factor of the future demand for and supply of gold. We are 
studying that first as a theoretical problem, and secondly with the 
hope that we may be able to suggest some practical action to deal 
with the evils likely to arise from fluctuations. I do not myself look 
forward as an ideal to the complete stabilization of prices. I think 
we should study to what extent and by what methods it is practicable 
to eliminate or reduce fluctuations in the relations of the supply of 
and demand for gold as a factor running through all the other factors 
which affect prices, and tending either to raise prices or to put them 
down. It is conceivable that, within certain limits and under certain 
conditions, agreement between central banks as to the reserve, 
coupled with some understanding as to standing by each other in 
case of need, might eliminate temporary variation and the con- 
sequences, or at any rate reduce their effect. I do not imagine 
automatic action. I do not imagine that there will be any authority 
which will take a single general price index and say: ‘Prices have 
gone down 5 per cent., let us therefore do something that coimteracts 
that 5 per cent.’ 1 imagine rather that central banks, in co-operation, 
using price indexes as their first basis of evidence, but supplementing 
them by other forms of evidence, might be convinced, at certain 
periods, that there was an actual and increasing scarcity, and that 
they might then be able, by somewhat reducing the reserves that 
they are accustomed to hold in gold, to counteract that movement. 
Dr. Palyi, referring to the recent movements, suggested that they 
were independent of the gold question, because prices are going down 
and there is no gold scarcity. 1 think Mr. Hawtrey has really answered 
that question. It depends on what one means by scarcity. If all the 
other factors were the same. Dr. Palyi’s argument would be valid. 
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but the fact is that, if you take the deinaiul for gold os the etlt^otive 
demand by those who are purchasing it. the winnitd it ion we have stnui 
between the different et‘ntnil banks of the world has meant Ji .scannt y ; 
that is to say, without a oorres|)onding incn'ase in the |)nHhiction 
of gold, we have had an inciva.se in the imme<liat4'ly effiH'tive ilenuuul 
for gold; and that ha.s lH*en a factor in the downwanl ni«»veinent of 
prices. Doubthiss there is a |)<>int at which any such iiu'iisurtss ns 
between central banks would U* ineffective. Ih'yoml that {K>int we 
may have to follow wlu're gohl taktvs us— t)r meji.sures outside the 
competence of central bank.s must In- contemplated. 

Dr. Palyi referred to the great difficulty of prt>phe.sying the future 
production of gold. In doing so he .se«iim'd to sugge.st that that fact 
made it less nece.ssary to pursue the line of inquiry which is In'ing 
pursued by thus group. 1 think the eonchision should Ik* just the 
opposite. The pnaiuction of gold f.v uncertain ; it is pnH’i.sely that 
uncertainty that makes it mo.st neces.sary to try to work out. tlu*o 
ictioally in the first instance, and with practical conclusions if we «*an 
in the second, what it would l>e practicable ami u.s»'ful to ilo tsi 
counteract the effect of unknown future <'hanges in prinliiction, in 
demand — or more precLsely in the ratio In'twivn them. 

Dr. (’oatks: 1 undersbKKl !tr. Palyi to say it w«»uld la* a matter 
of indifference to the business man how pri< «'s moved, provided he 
could know and foreca.st them. In my view, even if he knew and 
could foreca.st a Ht<wlily falling l(‘v< l of pric«-s. it woulil not nunove 
his difficulties. 


Dr. Palyi. in reply to the discussion, sai<l: I must either have 
expressed myself the wrong way. or else my English is w> |H.or .w 
to be resiMjnsible for my la-ing misunderst.HKl. In the first plaiv. I 
did not mean to say that the value of gold could in any s«-ns** Is^ 
regarded as different from the gem-ral price level. The na-anmg of 
the difference Indween gohl problem’ and price jiroblem’ is. of 
course, not a matter of formal defbiition ; the-- is. however, a very 
substantial distinction to Ik; drawn when viewed from the <ausa 
angle. This group stvms to emphasize the gold si«le of the general 
price level equation as re8[K>nsible for falling pric-es. I am rather m 
clined to think that then- has btK;n no such thing in the last few yearn 
as a gold deflation *»r a shortage of gold ; the n-al forces tmderlvmg 
the situation did not arise, in my opinion. fn>m mm.etary nu b,™. 
Of course. Mr. Hawtivv may answer this by arguing that the impute- 
tion of effects to ‘cause ’ is a rather diflicult matter ; and. at any rate. 
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a substantial movement of prices — ^whatever may be the ‘cause’ — 
is not likely to occur, he may further point out, if the monetary side 
has not offered, so to speak, its support. In other words, prices could 
not fall if the volume of circulating media were to expand at the 
same or at a higher rate than the volume of goods. 

This argument, which wo may label as the monetary theory of the 
price level, does not solve the present issue — even if it did so with 
similar problems in other periods. In the first place, as I have already 
mentioned, it has still to be proved that the volume of available 
credit did not rise sufficiently as compared with the growth of pro- 
duction. The deposit system of the United States, taking account 
also of the velocity of circulation of deposits, has been almost trebled 
since the beginning of the last War: is anybody inclined to think 
that the volume of production rose to the same extent ? 

Secondly, a failure of the credit mechanism to adapt itself to the 
needs of the business community ought to have found some expression 
in rising interest rates. But, as a matter of fact, the interest structure 
showed rather a falling than any other tendency during the period 
from 1922 until the start of the present fall of prices, which goes 
back as far as 1926. True enough, in 1929, when prices of raw 
materials were already fairly low (as compared with the previous 
year), the American money market produced a level of unusually 
high rates, so far as interest on brokers’ loans was concerned. This 
is, however, only part of the story, and not the most important part. 
It should not be forgotten, in this connexion, that at the time of 
high money market rates in New York share values stood at their 
highest ; which means that the industry in the first eight months of 
1929 actually got long term capital at the rate of 1 to 1^ per cent., 
or little over. 

Thirdly, Mr. Hawtrey might also mention the old argument against 
the monetary explanation of the cycle which points to the long run 
experience showing a clear-cut coincidence of low interest rates and 
low prices during the depression. Indeed, the monetary theory is 
likely to confuse the short run effect of a change in the interest rate 
on the price level and the corUinuous long run relation of the two. 
In the short run they may go opposite ways ; but for a longer period 
— ^which means even several years — ^they usually show the same 
trend. Very naturally so, since the depression is likely to diminish 
the demand for capital without necessarily diminishing the supply. 
As a consequence, we have experienced for some time a combination 
of extreme ease on the money markets of the world with a severe 
depression. 
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Fourthly, one should not answer this witli the aq^unient that low 
money rates cannot continue for * very lonji ’ without generatiiifj some 
upw*ard movement of prices ; it would not Iw difticult to handle such 
an argument. One wouhl iuhm:! only to }K)int out that t he fKTiiHl which 
matters is obviously long enough to allow for the whole downwani 
swing of the business cycle. 

Fifthly, it is sufficiently known tothesludtMit of tiu* monetary th*H>ry 
that the supply of crt'dit is largely a fund ion of the detntiiid fi»r cnnlit . 
Demand for crtnlit, of courst^- and this is the last |H>int I dan? to 
mention here — is itself de|x*ndent on the }>rice level, which may 1 h» 
influenced eitluT by changes in the volume of i^inMilatiTig iiuMlia or 
of goods. So far as the volume* of gcnnls is concerm*tl. tlu* monetary 
explanation obviously dm's not work. And as to the monetairy side, 
talking in terms of mon* or less gold is rat her nnsli*ading. since* it ths's 
not take into account the vehsuty of cin*ulation 4>f gold or of bank 
depo.sits resjH'ctively. Any argument about th<* inlluenct* <»f goKl («»r 
of money) on prices is worthless unle.ss it trikes inl^> account the 
changes in tin* v(*locity of circulation, which, on the one side, am to 
be regarded as mainly dcjHmdeni on mon* or less (auistant customs 
and, on the other side, as varying witli changes in the cb*mand for 
money. 

It is rather diflicult to handle fundamental problems of monet^iry 
theorv in a sw’eeping way : all I want to do is to emidnisi/j* the 
difficulty involvtHl in any e.\|)lanation of th(* prrsrnt tmnd of |jrie<*H 
in tenns of gold production or of cnnlit |M»licv. As to thi* fK)int raiacMl 
by Mr. Kisch, I think also that a complete know liMlge f»f the fiitiim, 
with a conscHiucnt adjustment of business men. would. imh'<*d,pn^vcmt 
the occurrence^ of tb<* thing wdiieli wiis foi*i‘east-<*tl. Is it neeesHiirj’ , 
however, to mention that then- is very litth- danger of our fomeaHt4< 
Ix^coining anything like eompleU* and |>erfi‘etly reliable f I In* answer 
to this is ratlier easy, and we will j>n)biibly agn-e- that tln-n* is still 
much to be done in furthering IsHtc-r business jkiIjcics by mom 
thorough collection erf inte-matioiial data on pnsliiction, prices, tnuids 
of business, &c. I do not mean statistical date ah ne. but also Home 
interchange of views and ex}K?riencc-8 w hich may Is- heljiful build 
up one’s own opinions. Since iiot^* banks havt- at prem-nt. far iih 
deUberate poliev goes, pnicticalJy no infliienee on prices they have 
not shown in the hist few years, in my oj>inion, any deli lx?rat4. 
method whatsoever which deserv'cs the name ‘isdicy —the i>n>hlem 
of forecasting prices has almost nothing t.> do with the Iteiu-rve Bank 
and with similar institutions ; the best thing one may say alxiiit them 
is that they are not likely to Ukc the lead in any direction. 

K 
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Mr. Kisch is an authority on note banks, and he certainly knows 
much more about the Bank of France than I do. I am not certain 
whether it is safe to criticize the ‘ misbehaviour ’ of this note bank with 
regard to gold accumulation, since its last yearly report expressly 
states that it only bought gold when it was offered to the Bank. As 
a matter of fact, it is the very meaning of the gold standard that 
some central authority should be always ready to buy and to sell gold 
at prices fixed within narrow limits. I am not aware of any facts 
which would disprove the contention of the Bank of France; the 
balance of payments of France ought to have been in the last two 
years very "advantageous ’ in view of reparations and of repatriation 
of previously exported capital, and consequently it is not surprising 
at all that gold was flowing to a large extent to the central institution 
of that country. 

Coming back to the question of forecasts it is certainly true, as 
Mr. Coates pointed out, that a business man who bought his stock 
at high prices would find little comfort in forecasts which told him 
that prices would fall and he had to face losses. But would not the 
same gentleman feel more comfortable if he could have this forecast 
before buying the stocks, or at least before buying some more of them ? 

The fundamental issue involved in the situation we are dealing 
with is not so much — ^in my opinion — the fall of prices, but rather 
the different behaviour of individual price levels when the genera! 
level is falling. Here are also "practical’ problems to be dealt with 
on the basis of international co-operation ; e.g. the problem raised by 
Mr. Coates; how to handle a situation when falling prices coincide 
with rigidly fixed or even somewhat rising nominal wages. Investiga- 
tions into the effects of such situations and schemes of "rationaliza- 
tion’ to meet them could also be subjects of discussion between 
different national groups of the type of this one. I am convinced 
that there is quite an amount to be done on such lines ; and the moral 
influence of an international co-operation offering definite results and 
propositions could be a very useful one too. Chatham House seems 
to me an ideal centre to start and to lead such a co-operation ; and 
it will not be difficult to secure the collaboration of leading business 
men and of economists on the Continent, especially in Germany. 



MEMORANDUM ON LEGAL PROVISIONS GOVERNING 
RESERVES OF CEN^rRAL IL\NKS‘ 

By C. H. KISCH, (Mi. 

Annexed to this Memoraxuiuin will l>o fuuiul: 

A. a summary of the main legal provisioiLs lining dowm the rt'stTve 

obligations in the ease of some 20 representative mitral l>anks: 

B. tabular statements exhibiting th<‘ relation of reserves to notes and 

deposits at the end of Mav. I IKK), and at the corn'sjKuiding dat<* 
in 1929: 

C. a statement constnieteii on similar lines for some typical ('entral 

banks showing the situation in May. 1914. 

A and B are divided into groups aeeoniing as the banks an» o|H*ratiiig 

(i) the gold s|X‘eie or gold bullion standanl, or 

(ii) the gold exchange standanl. 


The purpose of the meet ing to held (»n 2tHh (letolnT, 19.*U), is U> exaniim* ; 

1. the implications of the legal provisions ndern^i to in A uIhivi* and 

their application in pra<‘tiee as iliustrat4>d in B above ; and 

2. possible metluKls of moditieat ion on tht aummptioH t hat f utim^ supplies 

of new’ monetary g(»Id an* lik«*ly t<» fall short of rf»<piin»ments <iii 
present credit basis unless economi(‘s art* f'Peet<*<l in its iiw. 


The folU>w'ing matters, inter alia, will lx* toueht'd iipiui. 

1. Legal rfjsern ohUgaiiuns and their apjdicntuni in jmictirr. 

(1 ) Distinction hoWwow gold bullion and gold s|x*cie staiidanls as regards 

gold reserve recpiirement^s. 

(2) Distinction between gold f^tandard and goltl ixehange stan- 

dard as regards gold n*,MTve re(|uirements. 

(3) SyMt**!!! <«f lixecl li.luciiiry w-sii.- (••.g. Cn-at KnUiin i.r Sw.h1.-ii) . un.- 

part-d with |iro|K<rti»mal n*s<ervi* (c-.j;. I niUil of 

Ainorira. h'runf*', H<jllan<l). 

(4) Tendency for actual rcHtrvc.H held to lx- larKcly in cxcemt of legal 

requirements. 

(5) Mal-distribution of gold. 


II. Some miggeMed modifiralirmji of current legal prorwionc* and prarltrr. 
(a) Exclusion of return to gold circulation, inherent in legiMlativc 
enactments of ecrlain countries. 


• This memorandum was sent to nifeinbcra of the group cut an intnicluction 


produced on p. 141 below. 


K 2 
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(6) Does operation of gold bullion and gold exchange standards require 
gold holdings on scale illustrated in numerous cases ? — ^the Bank 
of England and the Bank of France. Differing considerations in 
various cases. 

(c) The reserve ratio problem. Should basis be notes or notes plus 

deposits? Some other criterion ? Are modiffcations needed in law 
or practice or both ? 

(d) A matter for international action. Can the Bank for International 

Settlements help ? 

C. K. 

22.9.30. 

P.S. — It is suggested that members of the group should read the Interim 

Report of the Gold Delegation of the Financial Committee issued by the 

League of Nations in September, 1930 — Official No. 1930.11.26. (C.375. 

M.161.1930.II.) 

A 

SUMMARY OF PROVISIONS GOVERNING STATUTORY 
RESERVES OF SELECTED CENTRAL BANKS i 

(1) Banks operating gold specie or gold bullion standard. 

Bank of Eng- Bank is under obliga- Fiduciary issue fixed at £260 
LAND. tion to buy gold in millions. Balance of notes to be 

exchange for notes at represented by gold coin and 
£3 17«. 9ci. per ounce gold bullion in Issue Depart- 
standard, and to sell inent. Powers are reserved to 
gold bullion at £3 17«. Treasury and Bank acting to- 
lOJd. per ounce stan- gether to decrease or increase 
dard subject to mini- amount of fiduciary issue, in- 
rnumofajiproximately crease in figure, if running for 
400 ounces troy of fine more than two years, requiring 

gold. Parliamentary sanction. 

Bank OF The Bank has option of Notes are issued against cash, 

Fkance. cashing notes either in discounts or loans. Bank being 

legal tender gold coin obliged to maintain minimum 
or in gold bullion sub- reserve in gold bullion or gold 
ject to a ininiinum at coin of 35 per cent, of total of 
present fixed at frs. its notes ylus current accounts. 
215,000. 

National Bank Since Ist August, 1930, The Bank must hold gold or 
OF Belgium. the Bank has under- foreign credits payable in gold 
taken to buy and sell abroad to the equivalent of 40 
gold bullion at price per cent, of the amount of its 
based on legal parity notes and other sight obligations 
of the bclga. subject to a minimum of 30 per 

cent, in physical gold. 

^ These provisions applied before the suspension of the Gold Standard by 

Great Britain, Denmark, Norway, Sweden, Chili, and Hungary, in Sept.-Oct. 

1931. 
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National Bank XoUj6 are payable on Metallio to equal iVo jw'r 

OF Denmark. demand in jjold hub et*nt. of faee vahn' of noteti in 
lion subjtvt it» a mini- cireulation and inww'U m pn'- 
mum of kr. •iS.iuHK seribed Ih'Iow to be held 4qj:ainAt 

I'lider present law remainder. Metallic rt'aerve may 

above holds until eml consist of: 
of IPIiO, when, unlt^ (<j) lej:al teiuler p»Ul coin; 
the pn»visit>n is ex- {b) ^ohi bar or fort'ij^n p>Id 
tended. Bank will be coin : 

oblipetl to cash ntdes ic) Bank's in»n-interest iM'ar- 
at Head onioe in lej^al tutf demand bahinc*'** with 

lender ^old coin. Bank of Norway, Swedish 

Kiksbank, and Ueichs- 
bank. 

The sl«»ek of le^al teinler ctdii 
shall not amount fi» less than 
on»‘ quailrrofi'ompulsorv nn tal 
lie rtserve, and (o) and above 
shall no? aimmiit lop thoi tt» h*ss 
lha?i three tilths thereof. 

BaiaiM't' t»f note I'tiver eiinsists tif 
speellied seeiinlies, itielildiliK 
hills of exchani;e and fon‘i*:n 
credit balances payable on d«** 
maud. 

Bank may issue convertible bank 
notes lip to yi*fi I iJo fiiilliotis 
against i:overnmen! seeuritii'H i»i 
appioved commercMal bills, in 
cnase in abovi* amount re 
qninii;; pivifiiinent approval 
Balame id issue to be a^iiiliKt 
mild or silver, not exi'cediiif: 
iiiH* iinarter id metallic icMi rve. 
(Actually no silver is hi-ld in 
lesrl ve. ) 


Bank ok .Iakan. Bank tii 1 m- 

vertilde into ipecie 


Netheki-ano.x NoIi-k ar»- payable 
Bank. siMaii'. 


ill JO I’ei' '■l•lll. 111 baiil. iniO'i* ami 
balances on cui rent ai count to bn 

vnwttAl by irold coin or bullion. 


Kouce.*^ Bank. 


Notes are redeemable 
in spe< i»*. 


Notes rn; y be issued to a sum of 
kr. -."iO mdlioii^A in eM ess of ^mJd 
n-ser\a 


South AfuICAN Not.-., are re.leeii.al.le 
Re.skkve Bank, in specii* 


Nidi r' to be K* cure<l as to not b-i^s 
than 4i» per cent, in mdd ami 
.as tf» remainder in rouiiiierriaJ 
paper or trade bills. 

Bank also to hold f^ohl or sjmh ic 
reserve of ill least 40 ja r cent, cd 
dep<»sits in addition to noU; n: 
serve provideil sil%’er s|MN4e nitty 
not exeeed JO |>rr eeiil. of rc- 
M^rvfc against de|H>HiU. 
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SvERiGES Riks> Notes are payable in Notes may be issued up to 250 
BANK. specie. million kronor an amount 

equal to double the metallic 
reserve held in Sweden, which 
must not fall below 150 million 
kronor. 

Portion of note issue exceeding 
metallic reserve must be covered 
by gold abroad, specified securi- 
ties, bills of exchange, foreign 
claims, advances against govern- 
ment securities. 

Federal Reserve Banks to hold 
(a) against deposits — not less 
than 35 per cent, in gold 
or lawful money ; 

(5) against notes in circulation 
— not less than 40 per 
cent, in gold. 

Balance of note issue to be 
covered by drafts or bills of ex- 
change of specified character. 


Fedekal Re- Federal Reserve notes 
SERVE Banks. redeemable in specie 
at Treasury or in 
specie or lawful money 
at any Federal Re- 
serve Bank. 


(2) Banks operating gold exchange standard. 


National Bank 
OF Austria, 


Notes to be compulsory 
legal tender until cash 
imyments are adop- 
ted, pending which 
Bank is not obliged to 
redeem notes in specie. 


Pending adox)tion of specie pay- 
ments, totcol note issue and im- 
mediate liabilities less Federal 
lioari debt to be covered for first 
five years from 1923 as to 20 per 
cent, by cash ; for next five years 
24 jier cent. ; for next five years 
28 i)er cent. ; and thereafter 33J 
per cent. 

As cash may be reckoned — notes 
in stable currencies and bills, 
including credit balances and 
cash deposits, expressed in such 
currencies, payable at leading 
international centres in Europe 
and America and vouched for 
by Banks of unquestioned sol- 
vency and otherwise admissible 
for discount by Bank. 

Balance of note issue and imme- 
diate liabilities in excess of 
Federal Loan debt to be covered 
by either cash reserve as defined 
above, admissible discounts, 
foreign bills payable in Austria 
and otherwise admissible to dis- 
count, and subsidiary Austrian 
coins, including silver at intrinsic 
value. 
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Central Bank 
OF Chile. 


National Bank 
OF Czechoslo- 
vakia. 


The Reichs- 

BANK. 


Notos AH' par Able to 
hearer on iteinaiid at 
Head Olliet* at the 
option of the liank in 
(a) Cliilean ^Idcoiii ; 
or 

(ft) (iold bars; or 
(r) demand drafU or 
iliree days* «i^ht 
drafts on Lon- 
lion or New 
York. 

It is contemplated that 
Bank should at a 
future date be oblip-il 
to buy and sell ^old on 
demand in amounts of 
not U‘ss than 12 kilo 
grammes tine. Mean- 
while (Ir facto stability 
of eurrenev is main 
tained in terms of 
foreign exeliaiige. 


t)n eoming into efTc^'t 
of Young Plan, notes 
to be payablf* at 
Bank's option in Ler 
man gidd coin, gold 
bar, or gold exehang*’. 


After resumption of ea»h pay- 
ment, one- third oa^h cover re 
quirtMl and baiatiee to Ih^ eovertni 
by other a-sseta spiMufltHl alnivc^ 
and Feiieral l^oaii debt. 

Hold reserve to be fiO |H*r cent, 
of outstanding bank-notes plus 
deposits, and to eonsist of; 

(ii) gidd etiiu atid bars in the 
vaults of the B^lnk ; 

{h) earmarked gold coin and 
bars in Banks of high 
standing abroad ; 

(r) deposits payable in gold on 
lieinund in Banks of high 
standing in London and 
New York. 

.Metallie reserve, originally 20 per 
cent, of nolens in eireulation and 
sight oliligations (Ic'kh Stale 
notes), to be itiereased to 2.% 
)n‘i cent, by end of 10211; ;)o pi*r 
rent, by end of lO.’U); llC* per 
rent, by end of lO.’ir*. 

Of above rt-serve at liuist one half 
to be in gold to be eoinputed on 
total demand liabilities inelnd 
ing Stale Note ilebt, of wbieli 
Bank has charge. ’J'he resi-rve 
ineliides preeiotis metals, e\ 
eltiding hilvir, foreign values, 
drafts on prineipal inti^rnational 
banking eeiitres m Kiirope and 
Ameriea, or short teriii ehums on 
hanks of uni|t]i‘Htion<Ht Ktainiing 
f here. 

The halaiire of the lesei \ e to eon 
sis! of values easily eonverliblo 
inti I'.ash by means of sueh 
operations a Hank may earry 
out nniier it.- •'latules. 

(‘over against notes to lie 40 per 
rent, gold or short term foreign 
idaiins, of whieh not bMiH than 
tliri'e ijuarters shall gold. 
Baiatiee of cover to eonHist of dis 
eoijiits or admissible drafU in 
addition to note cover. Not less 
than 40 i»er rent, of Bank's de 
posit liabilitif*s are to be repre- 
H*nU'd by demand dejsisits in 
<»ermany f»r abroad, cheques on 
other Banks, hills no! exceeding 
;io days* currency, or day lo-day 
loans. 
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The Bank must sell or The Bank to maintain a reserve 
purchase for immedi- of not less than 40 per cent, of 
ate delivery, in ex- value of notes in circulation and 
change for local legal other demand liabilities. The 
tender currency, the reserve to include only: 
legal tender currency (a) gold coin or bullion ; 

of such gold standard (b) net foreign gold exchange 

countries as may (i.e. balances at credit of 

be notified officially. Bank at foreign central 

(This obligation is in banks; short term bills 

practice carried out in of exchange payable in 

terms of pounds ster- foreign money ; treasury 

ling.) bills or similar foreign 

government obligations 
maturing within three 
months less any liabilities 
in foreign exchange). 

National Bank Notes at present are I^ending introduction of specie 
OF Hungary . legal tender without payments, total notes in circu- 
obligation to encash. lation plus immediate liabilities 
Present statute con- less amount represented by State 
templates that after debt to be covered by metallic 
specie payments are reserve, including foreign curreii- 

resuined, encasiimeiit cies and drafts, to the extent of 

should be in metal. 20 per cent, up to 1929 ; 24 per 

cent, up to 1934 ; 28 per cent, up 
to 1939; and thereafter 33 J per 
cent. 

Minimum equivalent to 25 million 
gold crowns to be held in 
foreign credits in leading money 
centres. 

After resumption of specie pay- 
ments not less than one-third 
of notes in circulation plus im- 
mediate liabilities to be secured 
by reserve as above. 

Banca dTtalia. Notes redeemable in A reserve of not less than 40 per 
gold or at option of cent, of value of notes and other 
Bank in currency of sight, liabilities to be held in gold 
foreign countries le- or foreign currencic^s convertible 
gaily convertible into into gold, 
gold. 

Notes are redeemable Notes and demand obligations to 
at option of Bank in be covered up to minimum of 
gold coin, gold bullion, 40 per cent, by: 
or foreign drafts. (a) gold ; 

(b) silver at gold value, not 
exceeding 5 per cent, of 
gold holding ; 

(c) foreign exchange. 

Gold holding must represent at 

least three-quarters of minimum 


Bank op 
Poland. 


Bank of 
Greece. 
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National Bank Note# pay able at Ktwrve in jrold or >roUl exchanjn* 

OF Roumania. Bank*# option eitbor to Ih' inaintaini>4l at luiminiini 

ill jZ^oid coin, pilii bar, <‘qnal to 3a cent, of 

or gold exchange. and other sight obligations. l)f 

tlurse. *J.'> t>t*r cent, to be covered 
by gold in Hank's ri'servi'^ or 
deposited abn»ad. 

National Bank Notes ri*j»ayabli‘ either *40 j»«‘r cent, of n«»ie isstn* t** Ik» 
OF Switzer- in Swi.ss gold ci>in. eovered by gold in Switnerlaini. 
LAND. bullion, or gtdd balance being covertn! by gold 

exchange, the alter- abroad, foreign elaiins. or speci- 
natives iu gold eotn lied atlvanet's. 
being available to 
Hank so long as lead- 
ing foreign banks of 
issue <hi not pay their 
notes in gedti curnuie y . 

(3) Bank operating in country where gold standard ii* in ^UJtprnjtr, 

Bank of Spain. t’oiiVt‘rtibility at pre .Note issm* not to exeeetl pi-setas 
sent in susj»ense. milljons subject to govern 

tiM'iit being able to aiithorixt' 
increase up to pesetas U.Ooo 
fiiilliotis. 

On note issue up t<» pen. 4,000 
iiiiilioiis reserve must be held of 
•t.% per e«»nt, iiietal with a mini' 
iiiuin of *H» per rent. gold, 
tin issue in exe«*ss of pi-s. 4.0tMI 
millions reserve inusl be ftO pt»r 
eent. nieial with initiimum of 
.^»0 per t i nt goltl. 
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B 

STATISTIGS OF CENTRAL BANKS* 

( 1 ) Banka operating gold specie or gold bullion standard. 


(All 6gures for last report date in May 1929 and 1930.) 



Notes. 

1. 

De- 

posits. 

2 

Total 
ofl 
and 2. 

3. 

GoU. 

4. 

Foreign 

Ex- 

change. 

5. 

Total 
of 4 
and 6. 

6. 

I Ratio 
\ of Gold 
to 

1 Notes. 

1 

iRatio of 
I Gold to 

I Notes 
j and De- 
1 posits. 

1 8. 

Ratio of 
GM 
Foreign 
Exchange 
to Notes 
and De- 
posits. 

9. 

Bank of Eng- 
land 

(£ millions). 
1929 . 

3001 

115-9 

476 

ir»3-3« 


163-3 

i o/ 

i 

45-3 

Of 

/o 

34-3 

% 

1930 . 

35U1 

108-1 

464-2 

158-1« 

— 

158-1 

44-4 

34-1 



Bank of France 
(Frs. millions). 
1929 . 

64,310 

18,607 

82,023 

36,596 

26,212 

62,808 

56-9 

44-1 

75-7 

19:K) . 

73,078 

15,425 

88,503 

43,809 

25,663 

09,372 

59-9 

49-5 

78-4 

National Bank 
of Belgium 
(Big. millions). 
1929 . 

2,498 

102 

2,600 

963 

491 

1,454 

38-6 

37-0 

55-9 

1930 . 

2,909 

144 

3,063 

1,200 

672 

1,872 

41-3 

39-3 

61-3 

National Bank 
of Copenhagen 
(Kr. millions). 
1929 . 

358 

2f) 

387 

173 

94 

267 

48-3 

44-7 

69-0 

19:«) . 

371 

30 

101 

172 

107 

279 

46-4 

42-9 

69-6 

Bank of Japan 
(Yen millions). 
1929 . 

1,188 

941 

2,129 

l,0(vl 

* 

i 

89-6 

50-0 


1930 . 

1,186 

753 

1,939 

871 

b 


73-4 

44-9 



Netherlands 

Bank 

(FI. millions). 
1929 . 

7fl7 

m 

827 

437 

161 

t 

598 

54-8 

52-8 

72-3 

1930 . 

mi 

64 

858 

432 

236 

668 

53-7 

50-3 

77-9 

Norges Bank 
(Kr. millions). 
192J> . .1 

3a5 

112 

417 

147 

46 

193 

48-2 

35-3 

46-3 

19:K) . .! 

308 

83 

391 

117 

35 

182 

47-8 

37-6 

46-5 

South African' 
Reserve Bank 
(£ millions). 
1929 . 

9-7 

7-6 

17-3 

8-3 

8-2 

10-5 

85-6 

48-0 

95-4 

1930 . 

9*0 

7-1 

16-1 

7-3 

7-4 

14-71 

81-1 

45-3 

91-3 

Sveriges Kiks- 1 
bank I 

(Kr. millions). 1 
192f) . .1 

519 

208 

727 

234 

! 

i 

183 1 

1 

1 

417 i 

i 

45-1 

32-2 

57-4 

1930 . .! 

557 

183 

740 

243 

365 

608 i 

43-6 

32-8 

821 

United States! 
Federal Ru-j 
serve Banks 
($ millions). 
1929 . .1 

1,672 

2,353 

4,025 

2,813« 


! 

168-2 

69-9 


1930 . .j 

1,489 

2,436 

3,925 

3,038« 

— 

— 

204-0 

77-4 

— 


While every care has been taken in the preparation of these statistics it is impossible to guarantee 
complete accuracy owing to the different manner of exhibiting their position adopted by various 
banks. « Including small amount of silver coin. 

* The Japanese Government is understood to bold substantial b^ances abroad. 

• Exclusive of gold held by the United States Treasury. Total gold holding of Federal Reserve 
Banks and United States Treasury amoimted in May 19^ and in May 1930 to $3,931 millions and 
$4,159 millions respectively. 
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(2) Banks operating gold exchange standard. 


(All fipin»s toT last n'port dal«? in May and 


I ■ /V- 

j yoUs. posits. 

i /. 1^. 


National ihuik 
of Austria 


(Sch. inillioas). ; 



1929 . 


IS 

1930 . 

1,022 

3!» 

C-ontral Bank ; 
of Chile j 

(P««!Sf»s millions).' 
192!» . 

:i7n . 

107 

19:^0 . 

;iii 

lol 

National Hank < 
of Cxec.hoslo-. 
vakia (('/.. kr. 
inillion.s). 

19J!» . 

T.IK? 

4(0 

IHiUl . 

i;,5s9(; 

191 

UeiclLsbank i 


( IDn. inillion.s). ! 
1929 . 

TlIOI 

H2s 

19:10 . 

ri,i9i ; 

401 

Hank of (invee : 
(Dr. millions). ; 



192l» . 

o,4ir. 

1,S02 

rnio . 

i,9i;i 

l,l(i<( 

Natioiiid Hank - 
of lluncary j 
(H^o. millions^. > 
1929 . 

\u\ 

HMl 

am . 

411 

:il 

Hanca d' Italia ; 
(Lift* millions), i 
1921* . 

l(i,2ol 

2.0V'. 

19:U) . 

ir>,9ii 

1,SH* 

Hank of I'oland 
(Zl. millions). 
1929 . 

1,211 

,7;i2 

1930 , 

i,:i33 

2.'i2 

National Hank 
of Koiirn;uiia ‘ 
(Lei rnillion.s). 
1929 . 

I9,:vi:i 

8.1SS 

i9:io . 

in:>21 

, 7.:u:i 

National Hank 
of Switzerland 
(Frs. millions). 
1929 . 

872 

IHf-" 

HXki . 

90b 

w* 




hiyrfui^ 

7'efrt/ 

Hatv* 
of insd 

Haho id 
(itdd an.i 

Katio of 

indd to I sohangr 
.\<>tfs to yt^fs 

of 1 


/ j- 

of 4 

to 

rt*i4l /V ttml /V 

and 2 . 

isM 

changf. 

ijnd 

Ae/r.i. 

fH^s. 


4. 

J. 

tl. 

7 

S. 9. 

Loir. 
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(3) Bank c^peroiting in country where gold standard is in suspense. 


(All figures for last report date in May 1929 and 1930.) 



Notes. 

De- 

poses. 

Total 
of 1 
and 2. 

Gold. 

Foreign 

Ex- 

change, 

Total 
of 4 
and 6, 

Ratio 
of Gold 
to 

Notes, 

Ratio of 
Gold to 
Notes 
and De- 
posits, 

Ratio of 
Gold and 
Foreign 
Exchange 
to Notes 
and De- 
posits. 


1, 

2, 

3. 

4. 

5. 

6 , 

7, 

8 , 

9, 

Bank of Spain 
(Pes. millions). 

1929 . 

1930 . 


1,104 

833 



1 

97 

34 

.2,657 

2,505 

% 

59-9 

56-3 

% 

i 47*6 

1 47*3 

% 

49-4« 

47*9« 


« Ratio in last three columns calculated at par of exchange. If gold and foreign exchange were 
valued at current peseta exchange, the ratios would be substantially higher. 


c 

SUUistics of adected central banJea for last report date of May, 1914. 

(All figures in £ millions.) 



Notes. 

1. 

De- 

posits, 

2. 

Total 
of 1 

and 2, \ 
3. 

Gold. 

*■ 

Foreign 

Ex- 

change, 

5. 

Toted 
of 4 
and 5, 

Ratio 
of Gold 
to 

Notes. 

7. 

Ratio of 
Gold to 
Notes 
and De- 
posits, 
8. 

Ratio of 
Gold and 
Foreign 
Exchange 
to Notes 
and De- 
posits. 

9. 

National Bank 
of Belgium 

39-3 

4-5 

43-8 

10-4 




% 

20-5 

% 

23-7 

% 

National Bank 
of Copenhagen 
Bank of Eng- 

8-7 

0-2 

8-9 

4-6 

1-3 

5-9 

52-9 

51-7 

66-3 

land 

290 

60-2 

89-2 

35-9 

— 

— 

123-8 

40-3 

— 

Bank of France 

232-5 

41-2 

273-7 

149-2 

— 

— 

64-2 

54-5 

— 

Keichsbank 

100-7 

42-1 

142-8 

05-7 

47-2 

112-9 

65-2 

46-0 

79-0 

Netherlands 

Bank 

26-4 

0-4 

26-8 

13-6 



51-5 

50-8 

_ 

Norses Bank . 
Banx of Spain . 

1 6-3 

0-4 

6-7 

2-7 

2-1 

4-8 

42-9 

40-3 

71-6 

76-1 

18-8 

94-9 

20-9 


— 

27-5 

22-0 

— 

Sveriges Riks- 
bank 

12-6 

3-9 

16-5 

5-8 

6-2 

12-0 

46-0 

35-1 

72-7 

National Bank 
of Switzerland . 

11-0 

1-4 

12-4 

6-8 

— 

— 

61-8 

54-8 

— 











Siaih Meeting of the ChtUham House Study Group on the International 
Functions of Gold, 29th October, 1930. 


CENTRAL BANK RESERVES^ 

Bt c. h. kisch, c.b. 

Sir Chabi.es Ai>v»is, k.c.m.h.. in the Chair. 


The Chairmajj, Sir Charles Addis : This meeting to-night marks, I 
think, the conclusion of the first stage of the inquiry which was begun 
some months ago. We have, os you know, discusseti the method of 
approach to this question. We hare had l>efon> us the statistical 
position with regard to the production of gold in the future. Wo have 
^scussed at subsequent meetings the jiossible methods of (!cunomi7.ing 
its use. We have discussed the particular uses which we think it ought 


to perform. We have now reiudied a stage when we an' prcfiarod to 
Hia enss the location of the gold Rupplie.s ami t he re.wrvi>s of the iH^ntral 
hanlfa ; and we are very much indebleil to Mr. Kisch. who has pn.- 
pared a memorandum which has liet'ii circulated, and which 1 shall 
shortly ask him to expound. 

As you possibly know, the work of this gnmp has nnseiviHl a 
wider recognition than we had imagined when we starteil ujHin it. 
The reasons why it has btMJome the subject of public discusHimt am 
due largely to an iiniiortant memorandum Issued by Sir Ilenry 
Strakosch upon the economic con.sequence.s of the change in the 
value of golds . and also to the lte[K)rt by the (Jold Ib-k-gation of the 
Financial Committee of the 1/jague of Nations, » which has recently 
appeared, together with a valuable bialy of statistics attache*! t<i it aa 
an appendix. Not only that, but the subjwt as a whole has bwm 
brought into prominence bv various bodies. The ManchesU'r < 3iamber 
of Commerce has recently drawn the attention of the Prime Minister 
to its importance. The Spiimers’ Federation ami the Federation of 
British Industries have both drawn public atUmtion to it. Jho 
Chancellor of the Exchequer, in ncent si>eccht'S, has more 
referred to its importance. Mr. Graham, the Pn-sident of the Board 
of Trade, has given it even wider publicity b., 

Geneva.* You may have noticed the remark of Mr. .1. H. fhomas 

* This paper should be read in conjunction with the Meniorandun. by the 

same author on ^131 abovc^ „„n..randuin on the econoniie 

c^ang^tte laTe Ifgo.d ’ ( Acunosiai. Supplement 11. . 
6th July, 1930.) jf,Dart of the G<Ad lidegation of the 

* The Titnee, 16th September, 1930. 
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recently, that there appeared to be a sort of Malthusian doctrine 
growing up with regard to its application to gold. For all these 
reasons, the question has received a much wider discussion tlum takes 
place within these walls. 

Mb. Kisch : It was with mixed feelings that in July last I received 
a letter from the Secretary of this group asking me to open a discus- 
sion on the Gold Reserves of the Central Ban^. I felt that it was a 
privilege to address this meeting, and to look forward to learning 
about this controversial subject from the discussion, which is generally 
the most valuable part of these meetings. On the other hand, I was 
about to take a holiday ; and the prospect of being accompanied by 
the statistics of twenty central banks was not quite so agreeable. 
However, I took the statistics which form the basis of the memoran- 
dum which is in your hands and is the text on which I am going to 
speak. When this memorandum was prepared, I had not the ad- 
vantage of knowing what the Committ^ at Geneva, which was ap- 
pointed by the League of Nations to deal with the gold question, was 
going to say. After my memorandum had gone to press, that valuable 
Report came to hand. To some extent it necessarily goes over groimd 
which I am boimd to re-traverse to-night. In the course of what I 
have to say, I shall have occasion to refer to that document, and to 
take advantage of the labours of that Committee. 

The object of this meeting is not to consider, or to prove, a gold 
shortage. We are assuming that the world is likely to enter on a 
period when the gold output will not be commensurate with require- 
ments, if the present basis of credit and price level are to be maiu- 
tained. Nor are we here to demonstrate on this occasion the result of 
the misuse of gold, or the alleged misuse of gold, which Sir Henry 
Strakosch dealt with in his memorandum published a few weeks ago. 
Oiu* object is the more limited one of examining the gold requirements 
of central banks under existing statutes ; of considering how far those 
statutory requirements are appropriate to the gold situation ; and of 
examining possible methods of modifying them to meet eventualities. 
The output of new gold happens at the present time to be divided more 
or less equally between the non-monetary and monetary demand; 
that is to say, the social purposes of India and trade are probably 
absorbing at the present time about half the annual output. Over 
that demand there is very little opportunity of influence except in so 
far as a higher price level by making gold appear cheap tends to that 
extent to encourage the use of gold in the arts. But that is only a 
small issue in this matter. Of the monetary demand, the larger part. 
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except in the few cases where the government remains in control 
of currency, concerns the requirements of the central banks, which, 
as we all know, are a permanent market for gold at a fixed statutory 
price. The demands of the banka hinge on the obligations imposed 
by the statutes regulating their gold holdings. This question of gold 
economy is in one of its most iniixirtant aspects a question of 
the law and practice of central banks. For the convenience of 
members of this group, I have brought together in summary fashion 
in this memorandum the principal conditions which govern the gold 
reserves of central banks ; and I must take it that we are familiar 
with the broad features of the laws of the various cHitintries. In 
preparing this memorandum, I dividtHl the central liauks into two 
groups: those that were operating the gold sjKH'ie or gold bullion 
standard, and those which were operating the gold t^xchange staii* 
dard. The purpose of this division wan to bring out the diiT<'rt>iHH^ 
in practice regarding the standard of gold hohling which banks 
operating these different systems have* {ulopt4Hl. W’hen we exuiiiine 
the regulations of those which are operating the gold sjK'cie or gold 
bullion standard, w'e find that they fall into tw'o grou]>s. 'riiert^ is the 
group of older banks exemplified by the Bank of Kngland, the Norges 
Bank, and, with some modification, the Sw'edish Kikshank, which 
regulate their gold holding with reference to their note issiuw alone, 
and which have fixed fiduciary issiu‘s, noU^ beyond that limit Inring 
covered exclusively by gold. We havc^ a stHTorul group of ciisi's, n‘pn?- 
sented by some of the older foundations, whi(ii have mcHlernized their 
statutes, such as the Netherlands Bank and the Bank of Kranc<i. 
Here the regulations affecting notc^ issuer an' different. In thosi* 
the law prescribes that a certain iK*rcenl4ige, 35 and 4fi jK*r c«?nt. 
respcjctively in the case of France and the XctherlainlH, of their notc« 
and deposits combined should 1m; covered by gold. It i.s jn^rhapH not 
necessary to go into the reasons for the distinction lH»twis;n these* iw’o 
types; but it goes back to the middle of last fM*ntury, when the func- 
tions of the central banks were not as well uiulersUKKl as they are now, 
and note issues, being the most jialpablc evidence of the central banks 
activities, w'cre alone taken as a basis for fixing statutory cover. 1 he* 
distinction between the fixed fiduciary is.sue? and the proiK>rtional 
reserve system has not, j)crhaps, the significance that is sometimes 
attached to it, because, whatever figure may Im: fixwl for the fiduciary 
issue, a consciously directed credit jiolicy can prcxluce any di-sirwl 
result at any particular time as regards gold holding and ratio of gold 
to notes plus deposits. For instance, from the table of ratios for May , 
1930, in this memorandum one wiU find that the actual n^st^rve ratios 
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of the Bank of Japan and the Norges Bank, which are based on the 
system of a fixed fiduciary issue, are comparable with those of other 
banks, such as the Bank of Eranoe, the Netherlands Bank, and tiie 
Bank of Belgium, which work on the proportional reserve system. 
However, the distinction between the systems might prove of conse- 
quence in the event of the world entering upon a period of expanding 
money and currency, because, where the fiduciary issue is fixed, an 
expanding circulation, additions to which will have to be covered by 
gold, will entail a larger proportionate demand for gold than a system 
where expansion only requires a percentage gold backing. In such a 
case, no doubt the pressure of events might force the central banks 
concerned to raise their fiduciary issue and obtain legal sanction for 
the purpose. Something of the kind was actually done not very long 
ago by Sweden. Whatever system is adopted, figures in the tabular 
statement show that the situation of central banks working on either 
principle are to be analysed on the same lines, and a comparison be- 
tween gold situations and gold ratios to notes and deposits must be 
computed on similar bases if the position is to be properly understood. 
In this statement the statistics of all the banks have been reduced to 
a common denominator. 

The next point to note is the character of the gold holdings that are 
prescribed. In some charters the expression ‘ cash * is used ; and some- 
times the expression ‘metallic reserve’ is used. When one comes to 
look into these phrases, one finds in certain cases that the term may 
cover not only metal, but also foreign exchange claims in external 
currencies, or short term securities convertible into gold, often re- 
ferred to as devisen. In some cases, such as France, where the term 
‘gold’ is used, gold metal alone is meant. Sometimes when cash re- 
serves are computed with reference to foreign exchange holdings, it 
is prescribed that a portion of the cash reserve has to be physical 
gold. For instance, in the case of Czechoslovakia, a rising gold ratio 
is prescribed ; the reserve ratio has to be raised from 25 to 35 per cent, 
over a period of half a dozen years and one-half of the rising ratio has 
to be in gold metal. That point is worth noting, because it is sympto- 
matic of the tendencies of the younger banks to conform as far cis they 
can to the practice of the older banks, and to raise their gold ratios ; 
so that in dealing with the question one has not only to consider the 
actual ratios given here for banks working an exchange standard,* 
which in some cases are moderate, but one has to regard these ratios 
as infants which are destined to grow, and are intended to do so. In 
the case of the Reichsbank, which at the present moment is working 
* See Table B(2), p. 139 above. 
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on a gold exchange basis, and no doubt hopes to transfer when it can 
. to the gold bulHon basis, one finds over 40 per cent, gold cover against 
notes. We have often important cases, such as some of the newer 
creations of the Lei^e of Nations, e g., the Bank of Greece, and the 
CSentral Bank of Chile, founded under quite different auspices, where 
the reserves consist of gold and gold exchange and where no proper* 
tion or fixed figure is prescribed for the actual phTOical gold holdings. 
In the Table B(2),^ we have an exhibition of the practical working of 
the various banks operating the gold exchange standard ; and the 
figures in column 8 can be profitably comparcnl with those in the 
corresponding column in Table B(l).* \Ve shall find that the tendency 
of the banks in B(l) working the gold specie or gold bullion stiuidanl, 
is to raise their gold ratios to a level comparable with, and in some 
cases higher than that prevailing in 1914.» They tend to hold mn%- 
siderably higher gold ratios than those held by the banks o[M^raiing 
the gold exchange standard. For instance, take the erase of the Bank 
of Belgium. When it transferred last August from ilur golil exchange 
basis to the gold bullion basis, it had taken sti^ps prev iously to raiM^ 
its gold holdings by substantial purchases whenever op{K>rtunity 
offered, thereby showing the strong for(*e of imitation in order to gf*t 
as close to the standards which have set up by some of the older 
foundations. This is an illustration of the dangers which are at pnjstmt 
inherent in the situation. Something of the sort is to be obtwTvtMl in 
the case of Germany. Another cose is that of the National Bank of 
Switzerland. There w’e have a very high gold ratio, and strfmg 
evidence, both in Swiss law' and also in the tieclarations of prominent 
Swiss financial authorities, as to the direction in w hich Switwrrlaiid 
is tending, because it is prescril)ed there that the Sw'iss Bank shall not 
pay its notes in gold coin until other heading cc*ntral hanks »uiopt this 
policy. There has been a certain amount of go!«l coinage nwnily in 
Switzerland ; and a desire to get back to a g«dd <*ircu!atii>n is still 
apparent in some quarters. 

Broadly speaking, w'e find that the banks that are gi?nuinely work- 
ing the gold exchange standard, and have ik* in<eniif>n of changing 
over from that standard, are tending to take a <iecidc^dly lower gold 
ratio than those on the gold bullion or gohl laisis. That is a 

point one wants to emphasize in interpreting these figures. Uiifortti 
nately, though that is a good feature, the principlcss of the gold 
exchange standard have recently been subjecUwl to a gcKKl deal of 
criticism. I do not associate myself with much that has said 
from the point of view that the system is objectionable, as being 
» p. 139 above. » p. 138 above. * See Table C. p. 140 above. 

L 
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inflstionaiy. But it might be a good thing if the gold exchange 
standard and the principles of its working were further ventilated. 

The next point one might refer to is the difference between the gold 
specie and gold bullion standard in connexion with gold requirements. 
Quite a number of banks are legally on the gold specie basis at the 
present time, though in practice the use of gold coin has fallen into 
desuetude through the greater convenience and advantages of paper. 
This is perhaps a remarkable thing, considering the reckless abuse of 
paper money dining and after the War. But if the public have the 
right to demand gold coin in exchange for notes for domestic pur- 
poses, obviously the banks must hold larger available stocks of gold 
in coin form than if gold is only required for settling international 
balances. The extent of the difference would depend on the habits of 
the people in each case and the liability of the particular country to 
credit crises and panics. Even though the actual liability to furnish 
gold coin may be small, yet if there are facilities for getting it, one 
may expect there will be a steady dribbling away of gold for hoarding 
purposes, and in the aggregate considerable amoimts may be lost for 
monetary use. There is always the liability also, in the event of 
political disturbances or financial emergencies, of considerable with- 
drawals. In Austria recently, when there was a domestic political 
crisis, a considerable demand for gold ducats sprang up. These were 
taken up for hoarding by the public at a small premiiun of 1 per cent. 
That is an instance of what may take place. In some countries, where 
the hoarding of notes takes place, the tendency must be accentuated 
when a commodity of real value is obtainable instead of paper. We 
cannot, therefore, set aside the disadvantage of the legal obligation 
to supply gold coin, even though at a particidar moment it may not 
be seriously operative. My point is, that it is a sign-post pointing in 
the wrong direction. That is a reason why it should, if possible, be 
removed. Moreover, another objection to it is, that if the countries 
which consider themselves developed in monetary matters permit 
the idea of gold currency in circulation to persist, the countries which 
are less developed in monetary matters will tend to follow their ex- 
ample, with serious risks to the world gold position. 

Reverting again to the figmes, and considering them in the light 
of the earlier part of my memorandum, where the provisions govern- 
ing the statutory ireserves of central banks are summarized, we find 
that throughout there is a marked tendency for the actual reserve 
holdings largely to exceed the legal ratios. The most notorious cases 
are those of fVance and the United States ; but if you look down 
Table B(l), you will find that there are othras running up to the 
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neighbourhood of 60 per cent. The reason why they do not attract 
so much notiM is that they are relatively small countries, so that the 
actual quantity of gold taken is of minor consequence. Since tlus 
document was prepared, the I^ench have taken a great deal more, 
and their gold ratio is much higher now than it was. I read in to- 
night’s evening paper that the French have got a reserve of 08 per 
cent, against their paper currency. Only in the case of the Bank of 
England and the Swedish Riksbank do we find that the jiercentage 
ratios (taking notes and deposits together) are in the neighbourhood 
of 30. The Bank of Elngland have set an enlighteniHl example in this 
matter ever since the clearing up of the currency disorder which pre- 
vailed in Europe after the War. In their actual conduct of uiTairs we 
had last year a striking example to the rest of the workl of how the gold 
bullion standard can be efficiently managed on <H>inparatively intMiest 
gold reserves. Not long ago I w’as talking about this to an eminent 
foreign banker, who remarked on the ‘extraonlinarily small’ roser \'08 
with which the Bank of England managtnl to do their business. 

In the case of the banks that are o]H'rnting the gold exchange 
standard, we find also a tendency for the actual nwrve htddings very 
largely to exceed the legal reserves. 'I'hat is clear fnun 'I’able B(2), 
where, taking the last column as the govi^ming one in this cas(\ the 
reserves run up to very high figures. 'I'ake the caw? of (’Idle with 
nearly 100 per cent, cover. Other cases would l»e Italy and I’olaud, 
where the ratios are in the neighbourh<K»d of <M) per cent, in (uun- 
parison with the legal ratio of 40 jH'r cent . Hut the significant feature 
in these cases is that, taking them a-s a whole, the actual gold jwr- 
centage — that is, gold metaH — is relatively low. Here again we have 
to remember the force of example and tlu^ tendiujc}’ for t he metallic 
gold proportion to rise. This is rather evident if you <!ompare the 
figures for 1920 and 1930, where you note a general tendency of the 
banks to raise their gold holdings. 

We cannot expect the gold ratios in the banks covered by Tabic B(2) 
to remain at the levels at which they stand nt>w. The cvi<lencc is all to 
thecontrary. Germany. Poland, and other bunks take additional gold 
whenever the opportunity offers. 'There is a w*rious risk at the imwent 
time that the holding of gold is regardetJ as a hall-mark of rcsp<*c^ 
ability ; that arguments for limiting either the expansion of the go d 
bullion standard, or at any rate the holding of gold under the gold 
bullion standard, will not bo appreciated; and that the case for 
developing and maintaining the gold exchange standard on sound 

lines will be slurred over. 

* See Table B(2), column H, p. 130 above* 

L2 
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The whole question is much complicated by the mal-distribution 
of gold. I do not think I can do better than refer to the Report of 
the Gold Delegation of the Financial Committee of the League of 
Nations which points out, in respect of a number of central banks, 
that the excess of gold reserve over 33 per cent, standard, which 
they r^ard as the average, was at the end of 1928 about $1,800 
millions, or about £350 millions.^ They point out that fifteen 
countries hold over 90 per cent, of the gold reserves of the world. 
They finally come to the conclusion, after reciting a number of 
figures with which I need not trouble you, that in the unlikely 
event of the coimtries which now hold reserves of less than 33 per 
cent, being content with the ratios existing in 1928, a theoretical 
surplus would exist of mal-distributed gold, which is about equal to 
the new gold likely to become available for monetary purposes during 
the next five years. I had some calculations made regarding the 
statistics in the memorandum in your hands, and it is of interest to 
note that if the French surplus of over 35 per cent, were re-distributed, 
the other nineteen banks mentioned would have a gold ratio to the 
amount of 51 per cent, against notes and deposits. If the surplus of 
the United States over 40 per cent, were similarly re-distributed, the 
nineteen banks would have a gold ratio of 55 per cent. If the surplus 
of both these banks were re-distributed, the eighteen remaining banks 
would have a ratio of 73 per cent. Obviously the re-distribution of 
surplus gold of the United States and France, even if it were not 
carried to anything like the range illustrated by the above hypo- 
thetical figures, would enable other countries to bring their propor- 
tions up to much higher levels without excessive strain on new 
production ; but it would be sanguine to think that anything like such 
a re-distribution will occur. Some of the coimtries with excessive 
stocks are likely to remain exceedingly tenacious of their surpluses, 
regarding them apparently as a symbol of national strength. 

If the above statement of the position regarding excessive holdings, 
mal-distribution, and tendency to work at actual reserves far beyond 
legal requirements, is generally admitted, one may consider ways in 
which the situation can be modified with the object of promoting 
gold economy, rather perhaps with a desire to improve future policy 
than with a hope of rectifying the errors of the past. I have men- 
tioned the desirability of relieving certain central banks, which are 
under technical or practical obligations to issue gold coin on demand 
of that particular liability. It would be a good thing if the obsoles- 
cence of gold circulation, which has been achieved in various countries, 

* Op. eU., p. 101. 
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could be made l^aBy universal amongst advanced nations, and the 
gold bulbon s^d^ accepted as the modem substitute for the gold 
s^e ^dard. This would have the effect of discouraging fc® 
advanced countries from pursuing dangerous phantoms. 

A more important question is the holding of gold under the gold 
bullion and gold exchange standard. The facts of the past and the 
of the present show that the gold exchange standard can be 
admira-bly maintained with little or no gold. There are some cases of 
countnes which hold virtually no gold. Chile holds very little. Siam. 
I believe, holds none. The Indian Government holds a certain amount 
of gold, normally more or less inimohiic. It is clear that the gold 
exchange standard can work very well with little gold. It must 
be understood that central banks, by a judicious handling of their 
exch^ge on an appropriate basis of credit and currency contml. can 
restrict the movements of gold to a minimum, if they so desinv The 
question of the gold holding under the gold bullion stnndanl ap|N>ars to 
me to be one of the crucial features of the situation. With the increased 
development of the gold bullion standard the world has depart«Ml 
some considerable way from the teaching of Genoa ; and, if this change 
over from gold exchange to gold bullion standard is to lie reganhsl as 
permanent, it makes it all the more inqxirtant consider how far the 
gold bullion standard requires the very large holdings of gold that 
these statistics illustrate. I'he Bank of England has shown that it 
can satisfactorily carry on with much leH.s than half the gold hold by 
France, and can do .so without having to exert exw^ive pressure, 
even at times of serious difficulty. 

The question of the French gold holding has Ihcu discussiHl a great 
deal lately, but I have not found any 8ati.sfnctory explanation of what 


is going on, other than the will to acquire gold. One cannot liclieve — 
it is contrary to reason — that a currency authority i-ndowcd with tho 
powers of control of currency and credit cannot, providixl that its 
powers are unhamjtered, so regulate its affairs as to limit the gold that 
comes into the country. The important thing to n^alixo is that if the 
country is on a gold bullion standard it docs j.ot necessarily require to 
hold a great bulk of its reserve in physical g<il(l, provided it is prepared 
to discharge effectively its function as controller of credit. More and 
more one sees the central banks defending their gold reserve by reliance 
on their gold exchange holdings, and by effective action achieving the 
aa-TTiA results as they would achieve if their gold exchange holdings 
took the form of gold. It seems to roe that one of the most important 
things in the future is to consider the foundations of the gold bullion 
standard and its working on a lower scale of gold holding. 
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When you come to the remedies on the l^al side, as distinguished 
from the practical side which I hare just been discussing, we have 
the recommendations of the League Committee that the l^al reserve 
ratios should be cut down ; and that, in consequence of that cutting 
down, or as a sequel to that cutting down, the actual reserve holding 
should be reduced also to lower proportions. There would be no point 
in cutting down the legal ratios if the credit policy were so directed 
as to build the actual ratios up to very much higher levels. This 
recommendation seems to me to be in all respects sound ; and possibly 
it is the most hopeful thing at the present time, if the countries can 
be induced to accept it. There is no reason to think that banks which 
cut down would find themselves in a less secure position, with a smaller 
ratio than they have at present, provided that they acted together in 
reducing their conventional standard of cover. It would be unreason- 
able to expect some banks to place themselves under self-denying 
ordinances, in regard to gold, that are rejected by others. 

One or two reflections occur to me as bearing on this line of argu- 
ment, and I wish to mention these as possibly containing some 
suggestions which at a later time may prove useful. We know that in 
a country like this there is a certain relation between the total deposits 
of the commercial ban ks and the cash reserve of the Bank of England. 
The proportion of credit instruments and deposits of the British 
h anking system to the gold holding of the Bank of England is some- 
what in the neighbourhood of 100 to 6 — that is to say, 16 to 1. If, 
therefore, the conventional practices of the commercial banks re- 
mained imchanged, one would say that the loss of one unit from the 
gold reserves of the central bank would, if it were allowed to have its 
full effect, in due course lead to a reduction of sixteen units in the 
deposit currency of the country. Taking the total deposit currency 
of the country as somewhere in the neighbourhood of £2,500 millions, 
one would come to the conclusion that if the Bank of England lost 
£30 millions of its gold reserve, the reduction in the deposit currency 
of the country would ultimately be somewhere in the neighbourhood 
of £500 millions, if the gold losses were allowed to have their full 
effect. Such a deflation, of course, would indicate a terrific crisis, and 
the figures are to be treated as illustrative. But the fact that that 
would be the reaction of a gold loss comparatively moderate in rela- 
tion to the total holdings of some of the large central banks, and that 
the deflation is a thing which is not to be tolerated, does seem to show 
that if central banking business throughout the world were well con- 
ducted, a veiy much smaller gold holding is capable of maintaining 
the fabric of credit than would be su gg ested by the reserves of various 
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oentoal banks to-day. Naturally one has to aUow an adequate reeerve 
for uncertainties and as a margin for manceuvre ; but, even making 
aJl allowance for that, there seems to be strong ground for thinking 
that the present scale of reserves is higher than is required fur 
thoroughly sound management. 

The origin of the ratios which figure in the central bank charters is 
somewhat obscure. They do not seem to be basetl on anything other 
t- b ”-" the practice of the Bank of England before Peels Act of 1844, 
when it was the practice of the bank to maintain a 33 per cent, cash 
reserve against its notes and deposits. That basis seems to have been 
adopted with certain qualifications when the original law of the 
Reichsbank was made ; and the prescription of a ratio si^eins U> have 
been rather the vogue in the middle part of last t?entuiy. Various 
tiiiTilfa operating in the colonies with note-issuing jwwers were com- 
pelled to keep 33 per cent, ratios of bullion against their notes ; but 
there does not seem to be any scientific basis for the ratios in modem 
charters, which it is now suggestetl might Iw njodilied. 

If the central banks were prepared to co-optsrate. they might jx»r- 
haps attempt to assess their gold requirements on more scientific lines 
by considering the maximum adverse balance of payments which 
they might have to meet at any particular jieriod. allowing for mar- 
gins of error, and providing an abundant latitude for safety. Having 
worked that out they would arrive at the maximum contraetibility 
of the currency circulation, and might proceed to compute the stan- 
dard requirement for the reserves of the central bank. In that way i 
would be possible to arrive at desirable gold plus g(.ld exchange hold- 
ings on more scientific lines than has biHjn done hitheito. I hen om> 
eo^d settle what amount of this holding o 

should be in gold, while the balance would lie in gold exc hange. I 
suppose that in an ideal world of countries living in harmony with 

or claims therwn ^ held, this would be dictated by 

while ^ J ^ to cause inconvenience to th^ 
available suphes and bj a ^re n^ ctmducting world credit 

selves or others in the co oj „*a.hiHtv in the broadert sense of 

poHcy^Sth aview — 

of tho more laming 
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legaiding the decline in gold production be realized, something more 
definite and scientific may hereafter be necessary than is giTmi by an 
arbitrary, though reduced, scheme of gold ratios, especially if we enter 
on a period of expanding money and credit to keep pace with 
progressive trade and growing population. 

Of course, any action for gold economy presupposes a will to 
economize gold: a sound disposition of assets held in foreign cur- 
rencies would fiank the gold held by the central banks working the 
gold bullion standaurd. Then there must be confidence as to the safety 
of foreign currencies and international assets held outside the coimtry 
itself. There is need for a lead from the principal central banks in this 
direction. It would be quite a good thing if every central bank showed 
its foreign exchange holdings. Many of them do, but there are still 
some distinguished exceptions which no doubt hold foreign exchange, 
but do not show these assets separately. If those banks showed them 
separately, it would be an indication that the most venerable banks, 
working the gold bullion standard, regarded their holdings of gold 
exchange as an important factor in their policy, of which it was 
desirable to exhibit the movements every week in their returns. 

In any scheme for regulating the gold requirements of a country 
on the lines sketched above, each country would naturally have to 
consider its own circumstances. Countries would have to take account 
of the nature of their trade, their liability to seasonal upsets, the 
character of their deposits, whether they were liable to sudden with- 
drawal, whether they were holding large amounts of temporary 
foreign money liable to transfer ; and, what is perhaps as important 
as anything, the effectiveness of their central banking policy. Ob- 
viously a country which has an effective central banking policy can, 
ceteris paribtis, conduct its operations on a lower reserve basis than a 
country which has not. That seems to me one of the features which 
is perhaps not sufficiently recognized in dealing with the gold centre 
question. It so happens that the countries which are international 
gold centres have the most effective central banking mechanism and 
thus wield a potent means of influencing money movements. To that 
extent, though they are gold centres, they do not require the amount 
of gold which at first sight might seem necessary. 

The question of the security of foreign exchange holdings has taken 
on a new aspect since the creation of the Bank for International 
Settlements. The Bank for International Settlements has been given 
special privileges in its charter: its deposits are immime from seizure 
in time of i)eace and war, or from damage by restriction or prohibition 
of currency export or import. It would seem that the Bank for Inter- 



CENTRAL BANK RESERVES 163 

national Settlements might be a suitable custodian of the currency 
reserves of the central banks, as giving them a special measiuo of 
security guaranteed by what is equivalent to an international treaty. 
On the theoretical side, the Bank for International Settlements has 
the advantage of being an international organ : and it is, therefore, in 
a rather peculiarly favourable position for initiating private and con- 
fidential discussions on such questions as gold and the fiossibilitios of 
gold economy. If it can foster international confidence, and if the 
countries can be induced to co-operate for the pur|x)8e of securing 
careful consideration of this difficult question, we may find in the 
future that central banks which are now l)ent on amassing large gold 
may be prepared to rely to an inen^asod extent on assets 
held on their behalf by the Bank for International Settlemcnt.s. 'I'his 
postulates, I admit, a certain degree of moral progreas which the 
world apparently has not j'ct achieved ; but one may Itxik ftirwanl to 
the day in which, if I may be allow'ed a quotation ; * Silver and gold 
are not the only coin ; virtue, loo, pas.ses currmit over all the world.’ 


Dincusftitrn 

The Chairman, Sir Charles Addis: The niMting is now ojicn for 
discussion. I do not want to intervene between you and the lecturer, 
except to invite discussion on a jioint which rather troublwl me in 
the course of his remarks. He seems to assume a jH.wer in the central 
banks to correct this mal-dLstribution of gold, which .n existing cir- 
cumstances I am rather doubtful that they ih,ss..ss. The question t.» 
my mind, is how far the mal-distribution of gold is conscious or auto- 
nitio on the port of the central Iranks. He n fcmol to rantral Wok. 
which were bent on acquiring gold, raony ol tln m lo^rl.v J 

their legal ratio. I jnet eugget that their p<.wer m thw "'I'" ‘ '"‘J 
be leea than ia eometime. auppoeed. Thm- ““T * 

have recently come into play to account for t ne. ■ 
monelT incrMeed power of the haiike oiiteido the eenlral l■an^o.. I . 
Z^ toma„y':»»ee are very much Imger .ban “"“f 
Slto, for exam^e. m.d they arc able ra erere™ ^ 

which, unless there is coa>peratton. may a ^ V ^ 1.^,0 

of the central bank in its wih regimi ra it. 

to tJre into mmonnt the power of the oen^bj^^-^y g ^ 

- - - - 

ra restr^'t <» i-O"- oi *old may be very 
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much diminished, and in one or two cases that I have in mind it may 
be inoperative. That would be aggravated very much by the con- 
dition of these cotmtries with regard to their balance of payments. 
But all those three causes are in operation to-day in a way which is 
foreign to us in many respects. It is a novel condition. Although I 
am appearing to differ a little from the attitude taken up by the 
speaker in regard to them, I entirely concur in his conclusion, which 
I take to be that if I am right in this suggestion that the power of the 
central bank is very limited except within its own market, the 
obvious remedy is co-operation of the central banka, in order to cor- 
rect an evil wUch is world-wide in its extent. That is the difficulty 
which occurred to me as I listened, and I now throw open the matter 
to discussion. 

Mb. WAiiTOB Newbold : Mr. Chairman, I was very glad that you 
passed the comments that you did upon the probable limitations of 
the powers of the central banks. I have felt to-night, and on other 
occasions when this group has been meeting and discussing these 
matters, that there is a tendency to isolate the central bank, not merely 
from banking as a whole, but from the economic system of each 
coimtry out of which it really grows, and that when we are rather 
critical of the methods that are resorted to by some of these central 
banks we do not take sufficiently into consideration the fact of the 
influence upon them of public opinion and the various economic- 
factors in the different countries. 

It is very easy to look at this problem from the standpoint of a 
specialist engaged in central banking, but, much as we desire to adjust 
the world to our liking — and I am very keen indeed upon the develop- 
ment of the Bank for International Settlements, because I can see 
no other way but by such centralization of the gold reserves, and 
the reduction of the proportions of gold holdings in relation to note 
issue, whereby we can get any real expansion of credit and better con- 
ditions internationally— one must face the realities of the situation. 
Travelling about Europe I had the impression that the case put for- 
ward by Sir Henry Strakosch in his memorandum^ is not so widely 
supported as perhaps one is inclined to think. The trouble seems to 
me to be that the nations at the present time are tending so to drift 
apart in their economic nationalism that it becomes practically im- 
possible to apply the methods which we woidd like to see applied. As 
long as this economic nationalism continues and is the foundation, as 
it is, of policy, I see no chance of the various central banks being 

^ Op. oit. 
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allowed by public opinion in their respective oountriee to keep a lower 
proportion than they are doing. I do not think that any amount of 
what one may call inteniational propaganda to that effect is going to 
have very much influence upon the pet>ple, who, after all, will have 
tiie last word in the control of their national banks. The Bank for 
International Settlements is quite deflnitely up against this snag, and 
all central banks must be. There is certainly a danger inherent in this 
movement to the sovereign independenct' of States, and any attempt 
to internationalize further is goii\g to inflame still more the stmtiraent 
that is felt against the tendency to inteniationaliain, and whet may 
be called supemationalism. I speak as an internationalist myself, and 
for that reason I am not blind to what is going on. 


As far as France’s inijiorts of gold an> concerned, they do not seem 
to me to be so mysterious. After all. France has hail a very unfortu- 
nate experience in the last fifty years in her long U'nn foreign invest- 
ments. We need not enter into the cause of the suwessive los«'s 
which they have had in practically every continent, but the laid 
remains that they have lost money, and that, having placed very 
considerable balances abroad, watching the stoik markets falling as 
they are at the present time, the hVnchnjan naturally says: ‘ Whilst 
it is true that if I exchange these balances for gold and bring back 
gold and put it in the vaults of the Bank of France it is not going ti» 
hicrease in value, at the same time it is not going to diminish. »md I 
am going to be safe in having it there.’ 1 can see no likehhood of ^y 
great modification in the stand|K»int of the French m long iw the inter 
national money market remains as it is and so long as the \ oung Loan 

shows signs ofValling. I do not want to 1 h‘ too ilri “iS 

same time I think that we should have a breath of priwtical n ali > 

through this discussion. 


The Hon R. H. Brand: 1 would like to thank Mr. Ku«h first of 
aU^fv;ry interesting pajK^r. which should have st.mu aUjd «s a 
great deal One thought which pas«-d through my mind while he 
sueaking was this. While the world in general has a cerUnn 

principle upon which ejeh 

its note issue — sometimes note issue Hionc , 

deposits in addition, general opinion 

real uses for which gold is required. Lnlcas the wo 

modem conditions what it wan s go o , ^ ^ circulating 

make much progress U> nct^ 
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time to exchange his notes for gold, and by doing so the currency was 
not decreased, but the gold circulation was increased, mid the note- 
holder was protected. Notes were a comparatively new thing, 
and it was supposed that the note-holder had at any time the 
right to get something which he knew was of a certain definite value. 
If we are in futiure to have no gold circulation, if all the chief 
countries of the world determine not to have any gold circulation, 
is there any reason at all for the principle of holding gold in a 
certain proportion to a note issue 1 The one thing which it is certain 
cannot happen in future is that the note-holder can go and exchange 
his notes for gold coins as he used to do. As Mr. Kisch says, some 
countries in the world still have a feeling that they may return to 
gold circulation, and in a good many of the central banks the 
note-holder has still the right to ask for coin as an alternative to 
bar gold. I think, for instance, in the case of Chile, the right of the 
note-holder is to have coin or foreign exchange or bar gold. If the 
note-holder has not a right to gold coin, then presumably gold in 
future is useful merely for settling foreign balances, and the value 
of the national unit will be maintained, not by exchanging notes 
into gold, but by maintaining the exchange through the power and 
ability of the central bank to ship gold whenever it is necessary and 
during the period in which the central bank will be putting into order 
the balance of payments of the country in question. If that is so, 
probably most countries, certainly countries like the United States 
and France, could do with far less holdings of gold than they have at 
present, whereas some countries might require a larger holding. I 
think that is the direction in which the world is tending — ^namely, to 
get away from gold holding as a definite proportion of the note issue, 
and graduaUy — ^it will only be very gradually — developing a technique 
under which, by co-operation between all the central banks, the 
amoimt of gold which each country will hold will be determined by 
other considerations. That is a very slow process, but 1 think it would 
be useful to stress that that is the direction in which the world should 
go, rather than hold gold as a definite proportion of the note issue. 

Then I would like to refer to what Sir Charles Addis said. I think 
it is pwfectly true — suppose he had in mind the French situation — 
that under the conditions under which the Bank of France works, and 
under the laws of France, it may be impossible for the Bank of France 
at this moment to do anything but sit down and see its gold accumu- 
late. It may be that we shall see it going on acciunulating for a good 
many months. If that is so, and if that be the condition in other 
countries as well — ^that any country with a favourable balance of 
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trade has simply to sit down and collect gold from all the rest of the 
world — it is not likely that the gold standard will work satisfactorily. 
It seems to me, in the case of the Bank of France, that it is a question 
of its altering its policy in the way of obtaining greater legal powers 
to have an open market policy, so that the gold may be used as a 
basis of credit to a greater extent than it is used now. Fundamental 
conditions in France might then in all probability be so altered that 
after a short period the whole situation would change suificiently for 
gold to leave Prance, and certainly for gold not necessarily to go on 
bein g accumulated there. It is not anything fundamental in tlie 
central bank situation which makes it imjxwisible for bVonw to do 
that at the present moment. It is a question iinich num' of the 
peenliar French conditions, partly in the money market and partly 
in the legislation of France. 


Mb. Hawtrey : I should like to supiiort what Mr. Brand has just 
said about the French position — that is 1o say. that the accumulation 
of gold in Prance is due to certain stiitutoiy limitations on the 
freedom of the Bank of France. It is a mistake to supjiose that the 
statutory proportion is necessarily the determining factor a.s to gold 
holdings. The example of Franw shows that it is not so. I think 
f>.lao it is a mistake to suppose that the accumulation of gold is due to 
the action of individuals who want to hold a particmlar kind of aswt . 
The asset that the individual holds is not gold at all. I.ui it is some- 
thing expressed in paper francs. It is not a betU-r investment to the 
holder than the equivalent of French r. jht cent. HciiU^ wouhl !>•'. 
The trouble with France, as Mr. Brand poinU-d out, is that they are 

precluded from ojien -market ojierations. I he on \ 

L tree to hold agoinrt their note. ,.r«.tienll.v no, ehphl.. hdh .od 
advsncee for their own internal banknip .yHtein, the tori iRn ‘ ^ 

holdings wrhioh thoy hove, and gold. They an- pmilad..! loan h W 
any liditional foreign exchange. The.v lo»t t aar I";*" 

toreign exchange in Juno. ms. J with rather 
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securities. Also the supply of bi . - g 'Phe rr'siilt is 
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extremely inadequate. Taking the estimates of the pre-War circulation 
of notes, gold and silyer in France — ^the total monetary circulation in 
France before the War — ^it was quite clear that with the price level 
adopted for stabilization they would need something like 70 milliards 
of notes in order to maintain monetary equilibrium. If people are 
short of currency, that means that they will economize their expendi- 
ture, including their expenditure on investments, until their cash 
balances have mounted up to a convenient total. When they do that 
that means that their purchases of goods, including their purchases 
of imports, fall off. Then you get a favourable balance of trade. The 
favourable balance of trade is the effect of a shortage of currency. It 
is a process by which the desire of individuals to hold a greater quan- 
tity of currency is translated into an import of gold — ^the only instru- 
ment by which their desire can be satisfied. The chain of causation 
runs through restriction of expenditure, restriction of imports, a 
favourable balance of trade, importation of gold, sale of gold to the 
Bank of France against notes, and thus an ultimate increase of cur- 
rency. The whole of that process could be quite easily interfered with 
if the French legislature so desired and the Bank of France took action 
accordingly — simply by buying securities — say, French Rentes — and 
issuing notes against them. The gap that had to be filled by the 
acquisition of foreign exchange and gold in the early stages of 
stabilization was caused by the paying off of the debt by the govern- 
ment to the Bank of France. A gap of something like 40 milliards 
was made in the assets of the Bank of France at that time, and at the 
same time, as 1 have pointed out, the note issue was short of require- 
ments. The importation of gold and the acquisition of foreign exchange 
have been required to fill that gap. 

There is another point about the French position which is perhaps 
worth mentioning — it has come up, I think, in these discussions before 
— and that is that not only does the note issue of the Bank of France 
have to be covered by assets of the prescribed character, but the 
deposits, both private deposits and the deposits of the government, 
likewise have to be covered. The French are now trying to get on 
without a floating debt, or practically without a floating debt. The 
result is that every now and then they would accumulate sums of £100 
or £120 millions sterling in the form of idle government balances in 
the Bank of France. Practically every penny of that has to be covered 
by gold bullion. Those are the explanations, as I see them, of the 
accumulation of gold by the Bank of France. It is perfectly clear 
that, whatever the disabilities may be, the central banks suffer under 
other conditions, in the particular case of France the accumulation 
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of gold is something that is within human discretion. There is no 
obstacle whatever in the way of the French Parliament and the Bank 
of Prance between them allowing the acquisition of French RenU>8 or 
the increased accumulation of foreign exchange, and of other devices 
for enabling the note issue of the Bank of France to l>e maintained 
at the required level without so much of it being coveriHl bv gold. 
With regard to the other central banks, 1 think, in the first place, so 
long as the central bank has the jiower to buy foreign exchange, it can 
avoid receiving gold. All it has to do is to buy foreign exchange at a 
price slightly more favourable to the seller than the price at which 
you could buy gold. Then the foreign exchange conu\s in aut 4 unati- 
caUy, and no gold comes. All the central banks, if they were given the 
necessary statutory powers, could do that, so tliat all the movements 
of balances from country to country and the disturbance arising 
from changes in the balance of payments could lx> dealt with without* 
the transference of any gold whatever. That is an extreme metisurt>, 
which it is not absolutely essential to aim at. For one thing, new goUl 
from the mines may come reasonably to be distributed amongst the 
various central banks. The central banks might also Ix' unwilling to 
buy foreign exchange of a particular country which may be ex|H>rting 
gold because it is indulging in an inflationary |K>licy. Various quali- 
fications of that kind would have to l>e laid dowTi, but I think it is 


important to observe that without any manipulation of tliscoiiiit 
rates the movements of gold can lie prevented by an ofHui inarket 
policy on the part of the central banks. Discount rates art' required 
iis a factor in the credit expansion or credit contraction of tlw^ world 
as a whole, and no doubt sometimes in particular countries they have 
to diverge from the rates in neighbouring eountric*s in order to pre- 
serve equilibrium. My point is that, even without relying on thc» dis- 
count rates, the central banks have power, if they an* only given the 
necessary statutory powers, to prevent the movement of gold, hven 
when movements of gold are relied iij>on an the ordinary correctixe 
for the disturbance of the balance of paymenta, still the extent of the 
loss of gold that any particular countrj- has to la*ar is really liimkHl. 

To explain that at length would carry mo Us) far, hut fmc of the 
points I have in mind is this. Every country—or nearly every coun- 
try— will, if subjected to more than certain pressure, susrK tul gold 
payments rather than subject itself to that degiw o crcc it eon rac 
ti^hioh iB to rmwro its cxohsn^. It ^ 

how more goW th<m it is pr.p.r«l l» lo-e 

is not tho ^ortogo of goW that leads eountnes to .us is.n.1 y.l.l pa y^ 
nrento: it U the heltaf that the nccessaiy monetary eontraetion or 
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credit contraction is greater than their economic qrstem can stand. 
So that the gold reserves held by some of these countries in South 
America, or by Australia in the past, have really been greats than 
was necessary, because those countries suspended gold payments 
when they lost comparatively little of their gold. They did not sus- 
pend gold payments because they were short of gold, but because the 
maintenance of gold payments would put an undue strain on their 
economic 83rstem. 

It ought to be quite possible, if you once get the representatives of 
the central banks round a table and ready to consider the question 
of the distribution of gold as an international question, to arrive at a 
settlement. The sort of principles that 1 think ought to be followed 
would be these. Every representative should be told to write down 
on a sheet of paper exactly how much gold he thinks his country 
ought to hold. He would be told that when the results are totalled 
up he cannot rely on getting more or on having to hold le.ss than he 
has written down. At that stage they do not know whether the total 
is going to be above or below the existing supply. If they write down 
too much, they may be in danger of being burdened with a greater 
total of idle as.sets than they would care to have, or if they write down 
too little, they might find themselves short. Having once got the 
totals written down and added up, then it could be discovered whether 
the numbers have to be scaled up, or scaled down. If they have to be 
scaled down, the chances are that a considerable portion of the people 
concerned would be willing voluntarily to reduce their applications 
below what was at any rate the maximum that they were prepared 
to \io\d. li, on. tVve otYxer \vand, tYvere Vs snxpVns %o\d to gp Townd, 
others will probably be willing to increase their requirements. So that 
a great deal of settlement could be made quite voluntarily. It would 
have the advantage of impressing upon the representatives concerned 
that gold is a burden. If you have to make such a choice, the fact that 
it is a burden and costs a lot of money will perhaps make a greater 
impression than if the gold has to be scrambled for as it is at present. 

Mu. W. J. Hinton: There are one or two banks which have the 
jKJwer of holding cover in the form of silver specie at gold value. This 
applies apparently in the case of the Bank of Japan, the South African 
Reserve Bonk, the National Bank of Austria, and in the cose of the 
Bank of Spain on their excess issue. Does Mr. Kisch think that 
there is any possibility that we may, in case of need, supplement our 
gold reserves with silver by some extension of those provisions ? I 
believe such provisions are not very extmisively availed of at present. 
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but may not they become important in the event of a shortage such 
as we have to contemplate t 


Mk. D. H. Robertson ; Mr. Brand and Mr. Hawtrey between them 
have answered most of the questions which I was burning to ask about 
France. There are one or two questions I want to ask almut America. 
In the first place, in these extremely valuable figures (which are par- 
ticularly a godsend to anybody whoso business it is to teach econo- 
mics) — I do not say this to cast any refletstion — the essential propor- 
tion is perhaps not mentioned. Mr. Kisch did mention it in the case 
of Great Britain in the course of his remarks — namely, the proportion 
of gold reserve to the total outstanding bank deposits. 1 think ho said 
it was something like 6 per cent., or 1 in IB. Has he a similar figure 
for the United States ? I have not got it in my head, but my impres- 
sion is it is something like 1 in 10 — £800 millions of gold to £8,000 
millions of bank deposits. I feel very clear, whatever it is, that it puts 
the American position in a rather less unfavourable light than the 
figures wbich w'e are accustomcHl to use — the figures of the Federal 
Reserve Banks’ pro|)ortion of gold to their liabilities. That arises 
from two facts — from the fact that the Bank of England has a con- 
siderable number of other liabilities which arc not used os a basis 
of credit by the other banks. It has £110 millions deposits. Only 
£65 millions are bankers’ deposits. Then there is the other fact 
that the United Statt^s have a different practice about the profMjrtion 
of the member banks’ liabilities to their reserves. Their law differs 
from the English banking practice in showing a lower proportion 
\ivHws Aomand deposits. 1 think that mi/at ho 

Tfcmembered to tbc credit of tbc V'lViWd States wiicii wc are inclincjU 


to accuse them of being gold hogs. . , • u 

The other point I want information about is the stateincnt which 
is constantly made by Amerktan authorities that the n-nl obstiude 
to the re-distribution of gold is not their 40 fs-r 
is not that— but the remaining provision.^ of the Act J* 

scribe the nature of the assets which the Federal 
to hold against that part of their note issue which 
gold. They say, in fact, they ait^ as strictly iKiiind b> the law as 
they had a fixed fiduciary issue, because they ^ \ 

pair against the remainder of their noUs, aiirl them 
LS^gh Wble paper aV^ut to enable them 
issue or to dispense with the gold wkich they 
it. I should like the comments of Mr. «md^y^ 

that fact. Even if it is true, it only means that an alteration tne 
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law is required, just as in the case of France an alteration of the law is 
required to enable open-market dealings ; but it does mean that these 
reserve proportions do not tell the whole story, and other changes 
must be made besides a mere agreement to reduce this apparently 
excessive proportion. Behind that I have an extreme scepticism 
whether, in the present condition of affairs, any alteration of laws 
is going to make it any easier to effect this re-distribution of gold. 
1 think that the Federal Reserve authorities have done their best, but 
when they try to inflate and to raise prices and to lose gold and to 
make things easy for us, all that happens is that they create a Stock 
Exchange boom which lays up more trouble in the future. I think 
the matter of producing a rise in world prices is much more difficult 
than one is often told by those who lay the whole blame upon under- 
production, or alleged mal-distribution, of gold. 

Mr. Brand and Mr. Hawtrey both led us into a fascinating field 
when they asked us to sit down and consider what we really want gold 
for, and when Mr. Hawtrey suggested that the central bankers of the 
world should sit round a table and ask themselves what they really 
wanted gold for. I am not sure whether that would not lie really a 
very dangerous procedure. I believe if we really all began asking each 
other what we wanted gold for, the gold standard would come to an 
end within five minutes. 

Dr. Coates ; I do not know whether Mr. Kisch saw a recent article 
in the Bulletin issued by the National City Bank,’^ in which they 
claimed that the gold in the United States had t>een given its full 
effect. The figures in this article show that in 1914 the monetary gold 
stock in the United States was $1,891 millions. It had risen by 1930to 
$4 ,634 millions — that is, an increase of 129 |x?r cent., whereas loans, 
discounts, and investments of all banks had risen from 20-8 thousand 
millions to 67 *4 thousand millions, or an increase of 1 8 1 per cent. They 
claim that with $2,633 millions increase in the country’s gold stock 
additional bank credit has been created to the extent of 37-7 thousand 
millions or 15’49 dollars of bank credit to each additional dollar of 
gold. 

Apart from that, I have listened with fascinated interest to all that 
has been said to-night, but with some disappointment that that touch 
of practicality which my friend on the right appealetl for has not yet 
appeared. We are told by Mr. Kisch that many of the central banks 
have ratios far higher than those which they are legally required to 
keep. That tends to support the plea in this particular article that 
* National City Bank of Now York: BuUeHn, Sept. 1930, p. 145. 
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we are not suffering, at present at any rate, from a shortage of gold, 
but those of us who are connected in any way with business, either by 
holding shares or by woridng in it, do know that we are suffering 
throughout the world from a very great depression of prices. Believing, 
as most of us do, I suppose, in the basic theory of the Interim Report 
of the Gold Delegation of the Financial Committee of the League 
of Nations, that there is a direct connexion between the price level 
and the volume of purchasing power, and a further link between the 
volume of purchasing power and the volume of gold, wo ask ourselves, 
if the central banks decide that their powers are as groat as Mr. 
Hawtrey suggests, and as you, Mr. Chairman, doubt, how they can 
help us when the world falls into one of these sliding depressions of 
prices ? I have read a great deal on this subject — I have not road all 
there is to read, and no one can, I sup|K>se — but it is difficult to find 
anywhere a detailed exirasition of the technique which any central 
bank, or the central banks taken altogether and acting through the 
Bank for International Settlements, or by any other means, are going 
to adopt when the supplies of the great staple commodities of inter- 
national trade begin for some reason or other to increase in volume. 
This article to which I have referred provides me with a list of some 
of the commodities which appear to have shown that tendency : wheat, 
coffee, cocoa, rubber, silk, rayon, wool, cotton, vegetable oils, tin, 
zinc, print paper, nitrates, jjetroleum, an<l other products. Take the 
case of one country whose staple product shows a large increase in 
production. Brazil, for instance, was one of the first countries which 
began to pixxluce an excess volume of coffee. Imagine the central 
bank representatives sitting round a table and saying what arct they 
going to do about it. I do nut know, but T should value some real 
exposition on how the central banks are going to <ud, {M>Hsibly not 
when one commodity starts to increase in value, but when they see 
two, three, or four — what are they going to «]o? Wo learn from Mr. 
Hawtrey’s text-books that the central banks have a considerable 
power of stimulating trade through low rates of int(^rest. At the 
present time, that seems to Ije failing U) act — no one knows quite 
why, I think. You can borrow money for short ixsriods at very low 
rates of interest, but 1 know of no company of any size which has had 
sufScient confidence to go to the market for five or ten millions and 
been able to raise that sum at any permanent rate which is very 
closely allied to those very low rates. I do not pro[M)se to detain the 
meeting with a further development of the argument, liecauso as a 
bumble student of these very difficult matters, 1 only seek some en- 
bghtenment and some practical exposition of the methods by which 
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the very difficult situation which is affiicting the whole wcnrld to-day 
in diminished trade, internal and external, diminished exports and in- 
creasing unemployment is, if not to be solved, at any rate ameliorated. 

Commander Kino-Haix. : I would like to make this one observation 
from a non-specialist point of view. It is the psychological part of 
this matter which interests me, and one observation of Mr. Hawtrey 
struck me as raising a very interesting question. He pointed out that 
there was no obstacle to the French Parliament and the Bank of 
France causing certain changes to take place in this policy. It seems 
to me there must be an obstacle, and that obstacle is public opinion — 
that is the real root of the matter, even presuming they would agree 
that the process which he describes would ameliorate the situation. 
When I was in Paris I spoke to M. Andr6 Siegfried and M. Charles 
Rist on that point and endeavoured, so far as I was capable of doing 
so, to ask them why certain changes were not made in France which, 
according to some of those to whom I have listened in this country, 
would ameliorate the situation. There was no doubt at all left in my 
mind after talking to those two gentlemen what the obstacle was so 
far as they were concerned. I was left with the impression that what 
I thought might be good for Great Britain and the world might not 
in their opinion be good for France and the world. 

Mr. Kisch: I am much obliged to you for the attention with which 
you have followed my remarks. I will refer briefly to some of the 
points that have been raised. Most of the questions seem to resolve 
themselves into two factors — ^the power and the will. We have had 
various views expressed this evening on the power of the central banks 
to control the situation. Our Chairman, with his great knowledge of 
the British and Continental systems, is inclined to doubt the power of 
the central bank to do as much as has been claimed for it by those 
who have not been central bankers. Mr. Hawtrey, on the other hand, 
has expressed the opinion that, given the necessary legal facilities and 
powers, the central bank can, by judicious manipulation of exchanges, 
control gold movements. To explore this question fiuther is impossible 
to-night, but I feel that, subject to there being no legal obstacles, there 
is force in what Mr. Hawtrey says, but there again it depends very 
largely on the will. I do not Imow how far recent French policy, which 
has bmn referred to from different points of view, is really based on 
the absence of a will to inhibit gold imports. I cannot believe that 
Great Britain, which has shown itself such a good internationalist 
junce the War, would, if it had been inhibited by legal difficulties in 
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canying out what it regarded ae a good international policy and a 
good national policy also (because we have to regard the two as not 
being inconsistent), have refrained from seeking the necessary powers. 
That again fits in with what IVlr. Newbold said in his rather depressing 
remarks about the absence of any true economic internationalism. I 
am afraid that is so, but one hopes that the activities of the League of 
Nations and other such bodies — even this gold group may contribute 
a bit — ^may help to dispel prejudice. If that is so, one may find that 
the line of thought which Mr. Brand developed, and with which 1 have 
much sympathy, may have some effect. Mr. Brand said that he 
thought that the ratios were perhaps misplaced features of the exist- 
ing charters. Probably after the War when the countries had mis- 
behaved in currency matters something of the kind was necessary, 
but in future developments, coming perhaps after effect has boon 
given to the suggestions of the Gold Delegation of the Financial Com- 
mittee of the League of Nations, we may conceivably come to a time 
when gold ratios or gold plus gold exchange ratios do not figure in 
charters, but some absolute figure for gold is adopted as a minimum 
holding basis, while there would be no limit to the gold exchange 
holding. If things develop on these lines, there might bo some scope 
for Mr. Hawtrey’s game of gold poker, but I think it will take a long 
time before we get the central bankers round the green table for that 
purpose. 

In the article to which Mr. Coates referred there is also a figure 
given for the American ratio of gold reserves to total liabilities 
which Mr. Robertson asked for. It is 6*84 per cent, on the 30th June, 
1929. 

Mb. Robertson : That is about the same as the British. 

Mr. Kisch : It is somewhat higher than the British, which is rather 
under 6, as for as I can make out, while the American is over 6 — 
nearly 7. 

The problem of the holding of international assets outside gold 
has now become difficult with the very low rates obtainable on 
eligible bills and short term gilt-edged security. I understand that 
some central banks are now seeking to hold their devieen in short 
term loans on the market. If this is so, it introduces certain features 
different from those that were contemplated by the orthodox gold 
exchange standard. Possibly practices of that sort may tend to bring 
the system into disrepute. This is a reason that suggests the desira^ 
bility of a study of the methods of working it. 
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I do not take up the suggestion of Mr. Hinton that silver would be 
a suitable substitute for gold as an international asset, even at gold 
value, because the value of silver is always changing, and recent 
events in silver seem to remove any ground for confidence in treating 
it as the basis of a note, which is to have constant value in terms of 
gold. As regards the general question we have been discussing, I 
think the main difficulty is the problem of securing an international 
will to tackle the matter of gold economy. That can only be achieved 
gradually. The League of Nations approach is a very cautious and 
moderate one, but probably it is as far as one could go at the be- 
ginning, and 1 imagine there was great difficulty to get agreement 
even on that. Ultimately, we may carry the issue further in the 
direction that Mr. Brand proposes, and we must hope that the 
problems of the future will be solved as they come along. Meanwhile 
it is well to look ahead and be ready with suggestions and plans. 



Sevenih Muting of the Chatham House Study Croup on the International 
Functione of Gold, 3rd December, 1930. 


FOR WHAT OBJECTS DO CENTRAL BANKS 
HOLD GOLD? 

Bt the uon. r. h. brand. r..M.r.. 

Mr. J. M. Ketkes, c.b., in thw Chair. 

The Chairman, Mr. J. M. Keynes: I think it is exaotly a year since 
the group began its meetings, and it is also almost exactly a year 
since the Macmillan Committee began its labours ; and us we have not 
finished our labours, I suppose we cannot complain if tliey have not 
finished theirs. 

1 think the events of the last year have shown that the subject 
chosen for discussion by this groujt has Ijcen very well chosen, l)ecauac 
the matter has been coming more into the limelight all the time the 
group has been considering it ; it is liccoining progressively a more 
urgent and important problem, and one which it is very nec(«sary to 
instruct public opinion about. 

This group is a private body, but it is a very representative one. 
I think more is capable of l>eing done for the wciM)eing of the world 
with regard to this matter than in almost any other w’ay. 

1 will now ask Mr. Brand to give us an address on the question, to 
which perhaps there is no answer. Why do Central Hanks keep gold ? 

The Hon. R. H. Brand: J*erha|w btdore 1 l)egin I ought to explain 
that 1 do not regard myself as an economic ox{x;rt or an (txjiert on the 
gold question, but as a banker who has paid as much atttmtion as he 
can in the course of a busy life to this particular prohl(>m. I am a 
follower of the economists ; perha}>s a good many bankers are not ; 
but 1 myself feel that the economists have a great deal to teach 
bankers. On the other hand, bankers jierhaps sometimes are malignttd . 
I think they are more clever than some people think they are, since 
they appear to have invented a system which they work, to some 
extent without understanding it, and a system which even the mmo- 
mists find it very difficult to explain to them. So that they work 
rather like bees making honey: they do something, but they do not 
always understand what they are doing. 

The other thing I should like to say is that I am afraid you will 
find this opening of the discussion by me very elementary. When 1 
was asked to open this discussion, 1 accepted readily, but when I had 
accepted, and sat down to try to think what I was going to say. 
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I found it very difficult to make up my mind, and tiie only thing I felt 
I could do was to give a sort of s3mopsis of the whole question as it 
appeared to me. Such a s3mopsis will include a great many elementary 
points. 

I should say that the advocates of the gold standard base their 
advocacy on three main points. The first is that, in their opinion, 
some international standard is necessary; the second is that until 
some international authority is created which possesses the general 
support of all gold standard countries some metallic basis is necessary 
for that international standard ; and the third is that at present gold 
alone meets such requirements. 

By means of the gold standard, of course, all countries keep in step ; 
the gold standard exchanges remain constant within the gold points, 
and prices in the gold standard countries vary together. 

Whether an international standard is really preferable to an 
internal standard is another question. Until recently I should not 
have thought of questioning that an international standard was the 
only possible one to go for. I personally do not question it now, but 
the events of the last few years have certainly led one to see that an 
internal standard has, or would have, certain great advantages which 
are not possessed by an international standard. I shall not, however, 
go into the question of an internal standard as against an international 
standard, because personally I think, from the practical point of view, 
we have to take the gold standard as here and as going to remain here. 

If one has an international standard, the first and fundamental 
duty of every central bank is to maintain its currency at par with gold. 
It has other duties, to which I will come later, but I regard that as 
absolutely predominant, to which everything else, if necessity arises, 
must conform. 

The second duty of a central bank should be to work the gold 
standard so as to harmonize as far as possible external with internal 
requirements. Those internal requirements would be to maintain 
reasonable stability of prices and to provide credit to the amount and 
at a rate which is adequate for internal industrial, commercial, and 
financial requirements. 

I have not yet been able to read the whole of Mr. Keynes’s new 
book,^ but I have noticed that his fundamental thesis, so far as in- 
ternal currency is concerned, is that the stability of prices internally 
can only be secured by the central bank so arranging credit conditions 
that savings and investments are equalized. Even if the central bank, 

‘ Keynes: A TthMm on Monty. 1930. London: Macmillan. 2 vols. xvii, 
363 pp. ; viii, 424 pp. 15«. 
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however, is able to perform this very difficult function, in the end it 
will be bound to have regard to external conditions in preference to 
internal conditions, and to regulate its policy so as to maintain the 
exchanges, even if by so doing it upsets the equilibrium between 
savings and investments. 

The third objective, of course, is that each central bank should do 
what it can to maintain stability in the value of gold itself. But that 
is not a problem which can be solved in any way by one central bank ; 
it must be the work in co-operation of all central banks. 

Now, if I take the first question — namely, the duty Iwfore the 
central banks of maintaining their currency at jmr — the general belief 
in the world seems to be that this is to Ite achieved by holding gold in 
a certain proportion to the note issue. You have, as you know, two 
main systems of the world : the percentage system, by which you hold 
gold in the proportion of 30, or 40, or 45 per cent, to notes — sometimes 
notes alone, sometimes against notes and central bank dc]H)sits ; and 
the fiduciary system, such as is in force in this country. The percent- 
age system seems to me — I agree here with the economists — to have 
no good points at all. As far as I know, it has never been actually 
tested in the crucible of experience. The United States and France, 
at any rate since the latter adopted that system in 1028, have always 
been able to keep an amount of gold well above the legal reserves. 
And in other countries it has yet to be tested. In fact, the central 
bonks working under that system must keep a reserve very much 
above the legal reserves if they are to avoid having to face an 
enormous contraction of credit suddenly, which might bring disaster 
on their financial and industrial structure. 

These two svstems are both based on the fundamental idea that 
gold is kept in order to provide for the convertibility of notes. They 
result, according to the figures which Mr. Keynes gives in his b(X)k, in 
the main central banks of the world holding legal reserves amounting 
to £795 millions, which cannot in any circumstances be touched, and 
which are therefore quite useless for all practical purjxMje , and 
excess reserves over that figure only to the amount of £446 millions, 

I am not an expert in banking history, but I suppow if one were to 
go backwards into history one would find that the origin of the tying 
together of gold and notes was when the first goldsmith gave his first 
receipt for gold deposited with him, and that ever since then this idea 
that gold is held in order to maintain the convertibiUty of notes has 
persisted. Under former conditions, not so very many years ago, the 
system was, indeed, quite intelligible ; gold and notes were alternative 
currencies. There were many cases where private issumg banks 
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iflsued notes which were never honoured, and governments also in 
many cases over-issued notes and depreciated their value. It was 
quite natural, when gold and notes were alternative currencies, that 
the note-holder should feel he had a perfect right to go to his bank and 
obtain gold for his note. But under modem conditions notes seem 
to me entirely secondary. 

What has to be watched in a modem financial system in the first 
place is the total creation of credit ; first of all, the sub-stracture of 
central bank credit and then thesuperstractureof credit built up upon 
it by all the banks of the country. What has to be watched in the second 
case is the policy pursued by any government, particularly its budget 
policy and its l^rrowing policy. It is through the over-creation of 
bank credit, or through a bad policy on the part of a government, 
that currency is now depreciated, rather than through the over-issue 
of notes. 

If you take, for instance, the case of Australia now, you will see it is 
the policy of the government plus the policy of the country as a 
whole — the economic policy of the country as a whole — ^that has led 
to the depreciation of the currency and the note issue, not the over- 
issue of notes themselves. In no country have notes ever been, in fact, 
all actually convertible. Even in backward countries now, where you 
have a simple system of note issue and no developed credit system 
and where the governments claim that notes are convertible, when 
the moment of crisis comes, and at the moment when the note-holder 
wishes his note convertible, it is almost certain that the government 
will declare that it is inconvertible. 

The second reason why it seems to me useless in these days to base 
the gold reserves of the central banks on notes is the abandonment of 
gold as an alternative currency. Obviously in this country a note as 
a note is not convertible. The Gold Standard Act of 1925, provid- 
ing that notes cannot be converted for less than a minimum of about 
£1700, shows that the intention is that gold shall only be used for 
export. Reserves in any developed country like ours must be 
measured, indeed, not by the size of the note issue, but by the prob- 
able requirements of the coimtry for gold exports for the purpose of 
balancing any deficiency in the external balance of payments until 
either any temporary difficulty has passed or imtil the central bank 
has had time to put into force measures leading again to an equi- 
librium. Unless, therefore, the size of the note issue in this and other 
countries is the proper measure of the probable external drain, it is 
quite irrational, to my mind, to determine what amount of gold 
'reserve the central bank shall hold on the basis of a total note issue. 
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The size of the note issue is obviously not the proper measure of such 
a drain ; the reserves should be determined by other conditions, to 
which I will refer shortly. 

It is true, of course, that any note issue would ultimately have to 
be contracted as a result of exports of gold if they went far enough ; 
but in a country like ours, or in the United States, or in other highly 
developed countries, long before that point was reached purchasing 
power and credit would have been contracted by the reduction in 
central bank deposits and by other measures w'hich the bimk might 
put into force to prevent further exports and produce equilibrium. 
Only secondarily will the note issue fall with that contraction. 

Certainly the remedy is not an automatic note contraction as the 
result of gold exports ; in fact, I myself doubt whether under iiuxlerti 
conditions any automatic system is possible, or anythiitg approaching 
an automatic system. The causes leading to the exiK)rt of gold are 
extraordinarily varying. If you take a country like ours, the cause 
may be either purely temporary or seasonal ; it may, on the other 
hand, be due to something much more fundanuuital ; but it is 
absolutely necessary that these causes should l>e weighetl from time 
to time by the central bank, which shouhl l»e able to put into o|)era- 
tion remedies differing accortling to differing circumstniiccw. If it 
were quite clear that central banks were to Ih’ frtn? fn>m all jmlitical 
interference, 1 myself would [m*fer that they should have absolute 
and complete freedom ; that the only legal stipulation should Iw that 
they must maintain the exchanges and, through them, the value of 
currency at par ; but 1 BUi)pose it is tot> much to hojH* that any central 
bank will be free from ix>litical iiiU^rfertmcts or at kwist iwlitical 
pressure. 1 recognize, too, that to give entire frt'e«lom U), or to imjiost’ 
entire freedom on, central banks would mean that they would have to 
exercise extreme wisdom and fortitwle in order to 1 k» able to har- 
monize internal and external needs. 

I think that under conditions such iw we have now the <langer 
before a central bank might be that it might feed it had to jMiy undue 
attention to internal needs rather than external nec^, and might 
find that it had been drifting away from world conditions and weiuld 
have to take severe measimes in onler to get back into equilibrium 
with the rest of the world. 

Therefore, I admit that to give central banks complete fniedom 
will be to put a heavy task on them, quite different the task that 
they fulfilled before the War under a system which was far more 

Now, if complete freedom is impossible, I thmk we have to ask how 
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far we should go in giving the Bank of England and other central 
banks greater freedom than they have at the present time. It seems 
to me that the best system would be, if it were possible, to persuade 
other central banks to adopt something in the nature of our fiduciary 
system, with a fiduciary issue large enough to free to a very great 
extent their gold reserves. In practice that would be much the same 
system as Mr. Keynes has suggested in his book — ^namely, that the 
only limitation on the freedom of a central bank should be, in the 
first place, to fix a minimum gold holding necessary to give confidence 
to the public and to act as an ultimate reserve in case of an emergency 
such as war; to fix that minimum gold reserve; and then, on the 
other hand, to fix a maximum note issue from time to time, according 
to the French system before the War. According to that system the 
maximum note issue was fixed by the Legislature from time to time, 
and when it appeared that conditions had got to the point where an 
increase was required the Legislature would pass an Act increasing 
the total issue. 

That is not, I think, a very different system from a fixed fiduciary 
system with a fiduciary issue big enough to give very great freedom 
in handling gold reserves. The duty of the central bank would then 
be, while allowing large fluctuations in gold, to determine in its own 
mind what was an adequate amount of free gold over and above the 
fixed minimum. If there were large demands for export the central 
bank could let its reserve fall to a figure a long way below that which 
might be the normal average. It would then take an opportunity 
under better conditions again to increase its reserve to the higher 
figure. 

I must admit that the difficulties of harmonizing internal and 
external conditions make the French and American plan of meeting 
this problem very attractive. Their system during the last few years 
has been to maintain such huge gold reserves that they really can 
play with their internal conditions more or less as they like, without 
considering the world at large. But this system, of course, is anti- 
social from the point of view of the world at large, and renders the 
third object of the central banks — ^namely, stability in gold value — 
quite impossible. History stresses, what you all know, the vital 
importance of stability in the value of gold. The existing collapse 
throughout the world is a good indication of that. 1 will not go here 
into the question to what extent the world collapse is due to gold. 
Certainly in part it is due to its mal-distribution, and that mal- 
distribution grows worse all the time. 

Mr. Loveday gives certain figures in his article published in the 
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League of Nations Interim Report,* showing the vastly increased 
demands for gold resulting from the percentage sj-stem and the tying 
of gold to notes. In 1913 the main central bank note issues were $8,982 
millions; in 1928 they had gone up to $18,181 millions, i.e. the note 
issues had more than doubled in those fifteen years. Under the 
percentage system that necessarily meant a similar proportionate 
increase in gold reserves, which went up from $4,922 millions in 1913 
to $9,992 millions in 1928. 

If it is impossible to secure that the great nations of the world 
should go over from the percentage system either to the fixed fiduciary 
system or to the system suggested by Mr. Keanes, then there are 
still certain palliatives that are possible. In the first cose, all nations 
should agree not to use gold for coinage os currency. The ITiiitetl 
States still uses gold as currency, and can increase the circulation of 
gold to any extent it likes. France, I think, has j)owor by decree to 
declare the use of gold os a currency again. 

The first thing we should aim at is that all countries should actually 
determine not again to use gold for coinage purpo.ses, at any rate until 
gold becomes superabundant rather than in short supply. 

Then, of course, another step one could take would be a reduction 
in the percentages from 40 to 30 per cent, or 20 per cent., or whatever 
we can get the different nations to agree to. So far os safety is con- 
cerned, it is certain that 20 per cent, would be a iwrfectly safe ptw- 
centage for the United States to hold. It is not possible tt» conctnvo 
that the demands of the United States for gold purely for exi)ort to 
meet a temporary disequilibrium in the balance of payments would 
be so great that she should want more gold than would be represented 
by 20 per cent, of her note issue. 

Another palliative would be the holding of foreign deiKwits lis fwirt 
of the reserves instead of gold. That, as you know, is jwactised to a 
very considerable extent now, and should be devolojH*d. I am bound 
to say, however, that I myself feel that this system leatls to certain 
dangers. It would be all right if we had an international institution 
accepted by all parties where these reserves were kept, and which 
acted as a sort of clearing-house ; but if the nations working this 
system are to use certain centres — say, London and New York , let 
us consider particularly London — where they keep a large part of 
their reserve as sterling deposits, then obviously that system might 
under certain conditions put an immense strain on the London money 
market, and on the Bank of England, particularly when the amount 
of those deposits, and therefore the amount of the claims upon our 
‘ Op. Annex XIII; OM; 8«pply and Demand, by A. l.«veday. 
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resOTves, is not known. We should, I suppose, if we treated these 
deposits really as gold withdrawn from us, make provision at the 
time for meeting them ; but at present we act as if it is unnecessary 
to make any further provision owing to the fact that other coimtries 
leave huge deposits with us as part of their reserves which they are 
entitled to draw at any moment. 

Perhaps a more likely development than our being able to persuade 
other countries to adopt any new system is that we shall gradually 
develop the Bank for International Settlements, or some other 
institution, as a central bankers’ bank, which will hold gold on its 
own account and which will grant credits to the central banks and 
hold their reserves. If we could develop that system we certainly 
could economize enormously the use of gold, and we might even have 
to fear an inflation of prices rather than a fall. It is obvious, indeed, 
that if we were all to co-operate on reasonable lines there is quite 
enough gold in the world to act as a basis for the credit systems of 
the world for a good many years. 

Yet when we look at the present situation I think we must all be 
appalled at the difficulties in the way of reaching such co-operation 
and in f)ersuading not only the central banks, but particularly the 
populations of the countries concerned to do the right thing. The 
great difficulty at the present time is that we are stiU suffering from 
the great instability of post-War conditions ; the world has not yet 
nearly settled down to the position of equilibrium that more or less 
existed in 1914. As long as, outside industrial and commercial debts, 
we have huge reparations and inter-allied debts to pay, that in itself 
is likely to lead to a mal-distribution of the gold reserves of the world. 
In addition, another very potent influence is the action of the United 
States as a creditor nation. She has only recently become a creditor 
nation — and she is a very large creditor nation — but she acts by such 
extraordinary fits and starts that she imposes great difficulties on 
the rest of the world. For a year or two she will lend the world what 
appears to be a great deal more than her favourable balanee of pay- 
ments ; she will produce in a continent like South America conditions 
of boom by lending enormous sums of money for the production of 
all kinds of raw materials, leading those countries greatly to increase 
their imports of manufactiued materials, and then suddenly, owing 
to an inflation in her own country, she will produce a boom there 
leading her to cut off supplies from all these coimtries. This produces 
conditions of crisis and collapse in them and further reactions in the 
rest of the world. 

Of course, another great difficulty is the one which you have 
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discussed here before — namely, the difficulty of France. I see no 
reason why France should not at present go on taking gold from us. 
If you look round the world at the moment you will see gold being 
sucked in from all the countries of the world, mainly into France 
and partly into the United States. Gold has been coining to France 
through us recently from the Argentine Republic, from Australia, 
from Japan, from Brazil — in fact, from almost every country you 
can mention. Those coiuitries are gradually getting denuded of gold, 
and yet I think it is almost as doubtful when we shall get gold back 
out of France as it is when we shall gt^t gold back from India. 

In face of these difficulties, and in face of the fa<*t that a country 
like France is unable, apparently, to economize in goltl, the difficulties 
before us in arriving at a general co-o|>erative jmiHcv leatling to the 
harmonized distribution of golil are e.\traoniinarily great. The 
difficulties liefore this country are jierhaps greater than those before 
any other country in the world, owing to the fact that we are still — 
in certain respects, at any rate — the greatest financial centre in the 
world. We cannot therefore! afford not to iwljust ourselves to external 
conditions, and yet, owing to the rigidity of our economic sysUim in 
many respects, we find that very difficult to-day. We arv also bound, 
in view of the calls u[K)n us, to remain strong : and nothing that 1 
have said to-night is meant to lead to the view that W'c have too lai^{e 
a gold reserve now, or that wc can afford to weaken ourselves in the 
face of the world. Wliat 1 have meant to suggest is that we and other 
nations should have a more elastic sysUiin - should have a systmn by 
which the reserves we have are much mon; free than th<*y an? now — 
so that at times wc can Hc?e gold go confidently, keej)ing a iK'rfcHJtly 
confident mind, with the intention of putting into force measimw, 
if need be, to bring it back again. 

The greatest need, obviousiy, at the prt‘ai*nt moment is the educa- 
tion of the world with regard to these problems. 1 <lo not think wo 
can ever expect that public opinion as a whole will undcistaml them, 
but they are not understixul in more limited quarU?r8. 'riiey an? not 
always understood in the (.‘ity of L<mdon; they an* iimlerstoiKl 
perhaps even less in some other financial centres. I ntil we can get 
the world of finance to understand and Ik? prepare*! to aee.<-pt large 
changes, 1 do not think we can get much improvenu'nt. Perhaps the 
best hope is that we should get organizations like the League of 
Nations Financial Committee to produce rcFXjrts showing us the 
right way, and gradually, through them and thnmgh the Bank for 
International Settlements, influence the opinion of the central banks 
and, through them again, the banking communities of each centre. 
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Discussion 

Thx Chaibman, Mr. J. M. Keyites: This is a very wide subject, 
and it is now open for general discussion, although Mr. Brand is 
prepared to answer questions. 

Mb. Hodson : I hesitate very much to follow Mr. Brand, who speaks 
as a practical man in these matters ; but as an amateur it does seem 
to me that at last we have got down to the real bones of the problem 
which this group was formed to consider. 

So far, and in all the documents which have been circulated to us — 
with few exceptions, notably the memorandum by Sir Basil Blackett 
— it has been assumed that the traditional formulae and customs 
about gold-holding were part of the data, and that we must 
consider the future of gold on that basis; we never have really 
discussed the fundamental question as to why we needed the gold 
reserve as an item in the monetary system. All our discussions have 
been in the light of an assumed and, I think we may take it, proved 
prospective shortage of gold — in the light, that is, of a need for an 
economy in gold ; that was in the background of Mr. Brand’s remarks, 
and no doubt at the back of all our minds. In that light it does seem 
interesting to compare the gold reserves that are held by central 
banks with the cash reserves of the joint-stock banks of this country. 
Those cash reserves are held really for three purposes : first, as till- 
money or cash required by their own customers ; secondly, to cover 
clearing-house deficits — that is, their occasional debts to other banks ; 
and thirdly (I think this is the most important statistically if it could 
be measured) as a sort of advertisement, as a sort of encouragement to 
believe in the soundness of the bank. 

Now that last reason is one which it is very difficult to measure, 
and the relationship of the present size of reserves to it is really a 
historical one. When the figures of the joint stock banks’ reserves 
were first published, there w'as such-and-such a proportion between 
them and their deposits, and that has been more or less maintained, 
with a secular reduction ; but in any case it is purely a matter of 
custom ; and if we had adjusted ourselves to an 8 per cent, instead 
of a 10 per cent, or 11 per cent, cash reserve in the joint stock banks 
we should have been just as happy in depositing our money with 
Barclays Bank or the Midland Bank. 

Now those seem to me to be roughly the same reasons as those 
for which a central bank holds a stock of gold ; it holds it as till- 
money — ^that is to say, as money to be paid out internally to cover 
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notes which ate cashed for gold by the residents in its own country ; 
but that is, in post-War conditions, almost a negligible factor. 

The second reason — and this, of course, is obviously very important 
— ^is that it holds gold in order to settle its international balance; 
on that groimd the gold reserve ought not to be compared directly 
with the volume of bank deposits in the country — the whole structure 
of credit, let alone with the amount of notes outstanding — but rather 
with the contingent liabilities which the country may have in its 
international balance. Obviously a country such as this, which is 
a considerable foreign lender and, on short tenn, also a considerable 
foreign borrower, wliich has a large external tnule compared with 
the volume of its internal trade, and which suflFers large fluctuations 
in its external balance, requires a greater amount of gold in pro- 
portion to such an arbitrary standard as the niindters of its {mpulution 
than does a country like France. For that reiuwm it is very mis- 
leading to compare comitry with country. It is highly anomalous 
that, as compared with France, we have in f«iet very much less gold 
in relation to such a standard, or in rtdation to the amount t»f notes 
outstanding, since we have built upon those noti^s a greab'r strm^ture 
of internal credit than she has. 

The third reason, jissurance of what J might call the flnancial 
solvency of the iiote-iasuing authority, the central bank in question, 
accounte for the greater part (*f the h«>lding of gold, ami there, it 
seems to me, is the greatest sco[)e for economy. 'I'ln' Bank of England 
holds, let us say, £100 millions worth of gold, which none of us woukl 
miss if the moth got into it or it was stolen and disapjKwrod, providecl 
the loss did not appt^ar in the Bank of England’s accounts. 'I'bc Bank 
of England would not miss it, and we certainly should not. There is 
no possibility of its being taken away. 1 rememl)er, Mr. Chairman, 
your own account of the German town which enacted that there 
must be one cab on every cab-rank in ortlcr that there should never 
be a shortage of cabs. That is exactly what wo arc doing with gold. 

Hence, if the world could be persuaded that not a 40 jKsr cent, or 
30 per cent., but a 20 per cent., or even less proportion of gold was 
sufficient to ensure the solvency of its financial standard, wo should 
have no fears about a future deficit in the supply of gold. But that 
is a matter of psychology; it is rather difficult to formulate any 

definite policy with regard to it. 

I would like to turn back for a moment to the second reaaon, the 
covering of international deficits. Those deficits can be covered, as 
they arise in the ordinary course of trade, by adjusting the balance 
itself, as well as by the outfiow or the infiow of gold. In fact, that 

K 
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is what the central bank does when it desires to restrict the outflow 
of gold; it raises its rate of discount in order to attract to the country 
the funds which would otherwise flow abroad, or even funds from 
abroad. In 1925 the Bank of England did the same thing by an 
unofficial embargo on long term exports of capital. It is also possible 
to secure an adjustment by selling holdings of foreign exchange, and 
that, in fact, is how the gold exchange standard is worked. The 
gold exchange standard has resulted in an economy of gold, but it 
has not secured large economies in gold so far as this country is 
concerned, because it is an impossible system for any one of the three 
or four large holders of gold. The currencies which they can rely on 
as being as stable as their own, or as being ^as good as gold’, are 
comparatively few. There are only one or two that we could rely on, 
perhaps only one, but what I should like to suggest is that the gold 
exchange standard would be possible even for us if we could pool 
all the gold exchange reserves. The Bank for International Settle- 
ments offers the means of such a system. It is obviously impossible 
for this country to act alone or at once, but I suggest that the Bank 
of England might hold, as part of its reserves, deposits with the Bank 
for International Settlements, since in fact those deposits are repre- 
sented by a large mixtme of gold exchange of various kinds, and form 
a sort of investment trust in foreign exchange. 

Although, as I have said, that is obviously an impossible policy 
for immediate purposes, I think it is worth considering as a long run 
eventuality for the purpose of economizing gold and bringing the 
actual amount held more into conformity with the real purpose for 
which we desire it. 

Sir Basil Blackbtt: I agree with the last speaker that in getting 
down to this question we have got down to what, to me at any rate, 
is the guts of this particular question. I also agree with something 
which fell from Mr. Brand at the end of his remarks — ^namely, that 
what one says about this sort of question ought not to be taken for 
a moment to have any particular bearing on the question of whether 
the amount of gold which the Bank of England at present keeps is 
the amount it ought to keep in present circumstances under present 
conditions. I take it the object of this group is to go somewhat deeper 
than that and to try to create and lead informed opinion towards 
some better imderstanding of the whole subject, and not to effect any 
immediate change in the immediate policy of any one particular 
central bank. 

The question. Why do banks keep gold ? can be answered, I think. 
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frivolously in several ways. I think the first, and perhaps the most 
important, answer is because other central banks keep gold. Perhaps 
another answer would be because the banks think that people think 
they ought to keep gold, or even because the banks think that people 
think that the banks think they ought to keep gold. Possibly another 
answer would be because the central banks are not clever enough 
to manage any system other than the gold standard, or they are not 
clever enough to persuade people to think they are clever enough to 
manage any such system. But 1 think the real and fundamental 
point upon which this group ought to concentrate is the point which 
was mentioned by the last speaker. 

The idea that you keep gold for the purpose of making the internal 
currency of any country, or any Western country at any rate, con- 
vertible, is one which ought to be exploded right away. It would l)e a 
tremendous gain if we could get people to understand that just that 
amount of currency is requir^ in a country which is enough to keep 
prices stable ; or let us assume for a moment that keejung prices stable 
and keeping exchanges stable are the same thing — they are not — the 
amount of currency which is required for keeping prices stable depends 
on the volume of transactions and sales and purchase of goods and 
services, and so on ; and the amount of gold that is required ought 
not to have any direct relation to the amount of currency that is out. 
It has only a very indirect relation, in my opinion. 

The amount of gold that a central bank requires, if wo could 
persuade public opinion to see the truth, is the amount that will make 
it perfectly safe for meeting an external balance of payments against 
it at any given moment. That ought to be the solo purpose in a 
peaceful world for w'hich a gold reserve is kept- — to meet an external 
balance of payments that is against that country. 

As the last speaker pointed out, there are several means of dealing 
with a balance of payments that is against a country, but, of courw, 
they cannot be brought into effect all at once or too rapidly. With 
a perfectly wise body governing a central bank, a reserve of gold 
which is sufficient in any reasonable emergency to meet a temporary 
balance against it is really the measure of the amount of gold that 
a wise world needs to keep in its central bank. Of coiurse, the world 
is not wise, and the world is divided up into nationalities ; and one 
point mentioned by Mr. Brand, wWch I believe to be one of the chief 
reasons why many central banks keep a great deal more gold than 
is necessary, is the fear of war. the idea of preparation against war— 
I am not at all sure that behind aU the other reasons, some go^. some 
bad, some indifferent, for which the Bank of France at present keeps an 
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enormous gold supply, is not the idea that it is in preparation for war ; 
and, of course, quite apart from any question of war, unfortunately 
the question of national prestige enters. There is still the idea 
undoubtedly abroad in France that by having a large gold reserve 
she is giving herself a prestige and is creating conditions by which, 
if not immediately, in the near future she can take the place of this 
country as a great central financial market. It is based, I believe, 
on the fundamentally false assumption that a large amount of gold 
in reserve is the essential proof of a coimtry’s being financially strong. 

Of course, in France, and perhaps this applies still more to the 
United States, the idea that gold is necessary for sound money 
purposes is still very prevalent. The effect of the devaluation of the 
franc since the War has been, 1 suppose, to create a very considerable 
want of confidence in notes among the people of France, which is 
met, for the present psychology, by the presence of a large gold 
reserve in the Bank of France ; but in the United States the history 
of the Civil War and the ‘Greenbacks’ is still very prominent in the 
minds of a great many people who think perhaps not deeply, but 
who think a little about the question of gold reserves and notes, and 
there is still the feeling that a note is not really quite honest money 
unless there is 100 per cent, gold reserve behind it somewhere. 

The main purpose I had in rising to-night was to say that I believe 
the first and foremost principle that we ought to get driven home, 
and on which we ought to concentrate, is the truth that no currency 
note in the world is convertible, and that no sensible central bank 
ought to regard it as such. 

Mb. Glebday : I find myself in a double difficulty in approaching 
this question of the ‘use’ of gold reserves. I have no specialized 
knowledge of banking matters and am accustomed to look at currency 
questions from the point of view of business. So far as internal credit 
and currency needs are concerned, the matter appears relatively 
easy of solution. I understand, for example, that if the Bank of 
England secures an additional £1 million of gold this can form the 
basis of £10 millions of new credit. By turning over the credit we can, 
judging from certain banking statistics, finance, say, anything up to 
£60 millions of business transactions in a year with trade at the 1929 
level. Since in other countries such as the United States this turnover 
may reach anything up to twenty times as much, it should not be 
impossible to provide all the elasticity required without bothering 
very much about the gold basis. 

My difficulty arises when we consider the position of London as 
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the centre of an international system. The question I wish to ask 
Mr. Brand is: Are we justified in considering the gold problem m 
vacuo — ^that is to say, as something apart from the international 
trade system and British foreign investment policy which gave rise 
''to it ? How far was the universal adoption of the gold standard, and 
everything connected with it, a necessaiy' consequence of the circum- 
stance that we, as the basic gold standard country, were also the 
principal country opening up the world to international trade in the 
nineteenth century. 

Was it not an important part of our function to establish in newly 
created foreign centres the nuclei of monetary an<l banking systems 
based on gold either held in Ijondon, or transmitted to them via 
London ? I noticed, for example, that Mr. Brand rtderred to the recent 
actions of the United States in South America. Ho j)oint«<i out that 
the United States had latterly lent funds to certain South American 
cotmtries, and then precipitated crises in them by suddenly with- 
drawing those funds, or slowing down their rate of inflow. Surely 
that was very much the same 8t>rt of thing as ha])ix>n<Ml at times 
during the last centurj', when thert^ was a slackening in connexion 
with our foreign investment policy. Our stream of loans nu)ve<l on 
from country to country in accordance with our raw material and 
food requirements. When industrial devclopnient in rme country 
had reached the stage of consuming a sufficiently high projiortion 
of its home production of these materials to f'ffcKrt a rise in prices, our 
financial activities were transferred to a newer and more profitable 
area. That is to say, our monetary i>olicy was not merely concerned 
with the basis of domestic credit, but was an active promoter of trade 
development in ‘ new ’ countries where no numetnry system previously 

I should very much like to know whether I am right in thinking 
there is a connexion between the two things, because if so, a determin- 
ing factor in recommending a monetary policy for the future must bo 
the nature of our investment jiolicy. For the moment, at any rate, 
neither our domestic gold standard nor the pre-War foreign invest- 
ment system appears to be working freely. . 

May I put it in this way ? Is it an accident that l)eforo the Ww 
we were pre-eminent both in promoting foreign investment and in 
supplying the new countries of the world with currency systems, 
or bank-credit systems constructed on gold ? Relating my question 
to current trade policy, is it possible that behind the gold-hoarding 
policy of France there is the subconscious idea that she may repwt 
Zr success in world trade and world influence by using her gold U* 
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provide, say, China — or any other country likely in the near future 
to need both capital and a new currency — ^with a financial system 
designed to promote French trade ? 

Mb. Brakd : I wiU try to answer that question at once. B^ore the 
War, it is true, we lent a great deal of money to different countries, 
and no doubt by the loans we made, those countries were inaposition 
to draw gold from wherever it was if they wanted gold, and were in 
a better position to do so than they would have been in if we had not 
lent them money ; but I do not think we ever did what I understand 
you think the fVench, perhaps, are doing — ^that is, hold a very large 
stock of gold in order to send gold to other countries. It would not 
be necessary to do that. If you make loans to them, they can use 
those loans for whatever purpose they like ; partly for securing such 
gold as exists in the free market or from other countries who are 
exporting gold. I do not think the French have any conception in 
their minds of building up a huge reserve so as to actually ship the 
metal — gold — ^to China, for instance. I think at the present moment 
the import of gold into France is purely automatic ; and that they 
have no idea at the back of their mind of using that gold to ship to 
other countries. They undoubtedly, as Sir Basil Blackett said, feel 
that the possession of an enormous amount of gold gives them a 
prestige in the world, as it does. I should say that in all Continental 
countries the possession of a huge amoimt of gold is regarded as a 
matter for congratulation. 

Mb. Fltjx : Mr. Brand has given us a very instructive survey of this 
subject. He spoke at one time of the system that prevailed in France 
before the War, and spoke of it with a good deal of approval, and I, 
with him, am disposed to think that, given a banking system managed 
by a set of bankers who know what they are at, and who act with 
discretion, such freedom would be a very good thing. Mr. Brand 
suggested that the condition is not always fulfilled. Of course, the 
nominal limit never really hindered the expansion of the paper 
circulation, because it was easily arranged that the limit should be 
extended, but it did in a certain way restrain the volume of notes 
put into circulation. Mr. Brand also referred, and so did Sir Basil 
Blackett and others, to the undesirability of having gold in use as a 
commercial circulating medium ; and my thoughts went back to the 
time when it was thought necessary to have a considerable gold 
circulation in thiscountry . When that system was generally practised, 
it was possible to get a certain amount of adjustment within the 



CENTRAL BANKS HOLD GOLD? 


183 


ooimtiy by the passing of the gold out of private poeaossion into the 
banks, and making it availabie in that way for international ubo . 
That has disappeared, and we have determined wo will not use gold 
as actual coin, and that we will only use it in some sense as a backing 
for a paper circulation. We are thus left in the position that the 
world has a certain amount of gold, and the question to be solved is, 
How is that gold going to be divided l)etwoon the different holders ? 
The holders struggle for a share in it, and we may ask. What are the 
motives that determine the limit of their straggle ? Mr. Brand has 
been urging that we should lower the nominal maximum and leave 
more of what remains above to the discretion of those who are 
ma naging the business. 1 have a very great deal of sympathy with 
turn. I think a very important motive that is going to act upon the 
minds of those who determine how much gold their particular central 
bank should strive to hold is what they regard jis the amount that 
is to them an earning asset. In cases where gold could serve as the 
basis of expansion of credit it might be in that way an earning asset. 
Sometimes gold docs not serve automatically os the basis of an 
expansion of credit. The thing we at present are surprised at is the 
way in which certain countries still appear to lielieve that piling up 
a large amount of gold is to them the piling up of an earning asset, 
and we may wonder whether it is another fwiture which enabkw it 
to become an earning asset. Besides serving as the b«u»is of exiiansion 
of credit, it serves to instil into the minds of the iKtople «»f the country, 
and of peoide abroad, a confidence in monetary security so far as that 
country is concerned and though we shall not in that way see quite 
at once the dividend on the gold, it may nevertheless bo in reality an 
earning asset. In that semsc the difference ladwi^n ourselves and 
other people is that we, apparently, have come t<» the concision 
that a very modest stock of gold will rt^ach the limit of what will be 
an earning asset to us, and I take it that one of the |>oints, at 
rate, of Mr. Brand’s address is that we need to convert the authorities 
in other countries to the same kind of opinion, i.e., that a modest 
amount of gold will reach the limit of what, with a wise management 
of their financial system, can be to them an earning asset ; that there 
will then be a larger amount for distribution. We shall not find then 
that the comparatively small amount of gold there is in the world 
is being stored away by two or three great central banks, who, for 
some i^n or other, are prepared to convert their earning ai^to 
into dead assets. The question comes down to this: lo wlmt 
in a given financial system does an addition to the stock of gold 
constitute an addition to the earning assets 1 
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]tlB. Ckvxp: I speak subject to correction, but is it not a fact that 
the Bank of France itself is forbidden by law to accept gold of 1ms 
than a definite fineness ? It is inevitable that the discussion to-night 
should centre upon France, but I think we have to take it that the 
French importation of gold is one of the post-War maladjustments 
which Mr. Brand said we are still suffering under. The fact is that 
the French banks, as the result of circumstances now past and gone, 
piled up huge foreign balances, and the moment there is a run upon 
them, as during the past month, they are forced to draw upon their 
foreign balances. That the whole position is getting serious is shown 
by the fact, as I am told — and Mr. Brand, 1 think, may be able to 
confirm it — ^that the pressure on the banks, and the resultant drawing 
upon their foreign balances, simply means that gold is going into 
b>ance and notes are being issued against that gold for the sole 
purpose of being withdrawn from the banks and hoarded by the 
public, who are too nervous to leave their money in the banks. If 
that is correct, then, of course, a serious situation is arising. 

There is one other suggestion I want to throw out, because, after 
all, we, as a group, are concerned with the long view, and to set ideals 
before us, even though they may not be attainable, is a good thing. 
I am not sure that one of these ideals is not that of regarding the 
Bank for International Settlements as a central bankers’ bank. By 
this I mean that the central banks, instead of keeping their reserves 
in gold, should hold them in the form of balances with the Bank for 
International Settlements. 

There are practical difficulties, of course. There is one suggestion 
I should like to make in regard to w’hat Sir Basil Blackett said. He 
instanced the possibility of war and the unwillingness of the central 
ban k s to part with their gold in exchange for balances at the Bank 
for International Settlements. Now if the Bank for International 
Settlements were to hold its gold reserve concentrated at Basle, it 
would be a long time before we could persuade the countries of the 
world and their central banks to pool their gold physically in that 
centre. But there is a way out of it — ^namely, that if we are going to 
create a world gold pool imder the Bank for International Settlements, 
it would be perfectly practicable for that gold to be held all over the 
world under earmark at different central banks. That does seem to 
me to overcome Sir Basil Blackett’s objection in the eventuality of 
war, which at present is a practical one. At the same time, the idea is 
an ideal, of course; it would demand very careful management; it would 
demand the drawing up of new rules of the game altogether, and 
satisfying oiurselves that the people who had to play the game under- 
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stood the rules and could interpret them. The old rules of the game 
that we learnt and practised in the past are either breaking down 
or in grave danger of doing so, and m drawing up the new rules we 
shall have to see how to define them and how to put them into force 
and, above all, how to keep to them and get some semblance of law 
and order. I am extremely grateful to Mr. Brand for putting before 
us to-night some of the fundamentals of the problem and showing 
us some of the points to w’hich w© have to address ourselves. 

Sir Basil Blackett : I did not mean to suggest for a moment that 
the Bank of France at present has a policy of drawing gold from here 
or elsewhere. What I did suggest wtis that the mental attitude both 
of the Bank of France and of the French fx^ople has and is, such 
that a very much greater amount of gold has l)een, and is Inking, drawn 
towards France than is in any way necessary if they, and the rest of 
the world, had the right idea as to wdiat central banks ket^p gold for. 

Mr. Lloyd: On this question of France s gold, no doubt it is true 
that technically the Bank of France is not in a |K>sition to stop the 
inflow' at the present time, but is not the JYench nation, or the French 
Government, really responsible in the sense? that it could, by altering 
the statute of the Bank of France, take the necessary measui'es ? 1 
understand the Bank of France is tied up much more? strictly than 
it used to be in its statutes in the way of opt*n-market }K)licies and 
the buying of securities, and if there is a demand for further cash 
by the French banks, the only way they can get it is by taking gold 
to the Bank of France. If that is so, then presumably its statutes 
could be altered, and 1 should like to ask Mr. Brand if the 
statute could be altered by decree, or if it has to 1 ms explaimsd to the 
French Parliament, and there has to be an Act of l^arliament. 

Mr. Brand : I think the answer is that there must Iks an Act of 
Parliament. There is no open-market policy jKwsible. 

Sir Albert Stern : Since the War Turkey bos a fixed note issue 
of 150 million Turkish pounds. This autumn, owing to liM^k of 
currency, in order to prevent an appreciation of the currency, the 
Government passed a law by which further notes can l>e issued against 
sterling, at a fixed rate, the sterling to be dejKisited w'ith the Ottoman 
Bank. In spite of Turkey being in default on her External Loans, 
over £1 million sterling worth of notes have been issued. 

I think that position is an interesting one for experts to study. 
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Thb CHATRMAy, Mr. J. M. Kbtnes: I think there aie, st any rate, 
two points on which the group is furly well agreed. The first is that 
the gold which a central bank holds ought to have no particular 
relation to its note issue. If that were accepted in the world at large, 
as it is in this room, it would be an enormous gain. I should say there 
is hardly any central bank in the world which would not be very 
much shock^ by the idea, yet there is in this room a considerable 
variety of responsible opinion, and that thesis of Mr. Brand has not 
been deputed. 

Secondly, I think every one is agreed that the right criterion for 
the amount of the gold reserve is the amount of the sudden demands 
that a country may be subject to internationally before it can take 
other measures of regulation, so that a country which is an inter- 
national centre, or a country which has one crop which is particularly 
important in its international relations and is therefore subject to a 
large external drain, is justified in having a much larger gold reserve 
than countries which are not subject to that contingency. The 
classical discussion of gold reserves on these lines is, of course, 
that of Sir Lionel Abrahams when he was calculating how much 
the Indian Gold Standard Reserve ought to be.^ I think be was the 
first person who got perfectly clear in his mind that the really 
important thing was the possible magnitude of the short period 
adverse balance of payments which you have to meet in gold, and that 
the amount you should hold in an international centre, or in gold, 
should be measiu^d by that. He used to calculate on the basis of 
fiuctuations in the prices of commodities in which India was directly 
interested what was the largest figure which it would be reasonable 
to provide against, and on that he arrived at his recommendations. 
That is the sort of way in which every country ought really to 
approach this problem. That, I think, is the second proposition 
advanced by Mr. Brand which met with general acceptance. That 
again is an ideal ; if it were accepted everywhere it would mean a 
very great advance; but we find ourselves rather naturally drawn 
away from these general propositions to the very practical problems 
of the present situation, and I think when we do that we are led 
perhaps into looking at the matter a little more fundamentally again. 
I have mentioned more than once that this group started by con- 
sidering the shortage of gold on what one might call Cassel’s line; 
I mean comparing the increment of gold with the increment of 

* Great Britain : Evidence {including Metnorandum) of Sir L. Abrahame hefore 
ihe Indian Exdumge and Currency Committee, June 1919. (Parliamentary 
Papers, 1920. XIV.) 
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economic activity of the world, and seeing if the one was comparable 
to the other. Then we got on to this further point: Why, after all, 
should yon require an increment of gold in that precise proportion ? 
And we have reached the conclusion that if central banks were to 
direct their policies in a way which, in itself, is perfectly reasonable, 
there would be no need for such a large annual increment of gold as 
would be suggested by the earlier calculation. On the other hand, 
a much smaller amount would do perfectly well if those principles 
which I have been mentioning were generally accepted. But I think 
there is a further question. What is the effect when central banks 
have got more or less gold than they themselves think necessary, 
either on the criteria which have been laid down to-night or on the 
criteria which they have been accustomed to obey ? What happens 
when a central bank has not got the amount of gold w<» think it 
should have, or the amount of gold which it thinks itself it should 
have ? I t.hink that would be a fruitful subject for furt her distmssion. 
It seems to me, put shortly, that the answer is that it affects its policy 
in lending and, while it may incidentally affwt its internal lending 
policy, it affects directly its external borrowing jxdicy, and is a dis- 
turbance of a kind which produces an effwt on inU^mational prices 
and causes depression. The imiwrtant thing is that creditor nations 
should regularly lend their surplus, and that there should bo no 
tension in the gold market arising out of their willingness to do 


vnav. 

Now, in our case to-day our willingness to lend internationally 
is mainly restricted by the gold tension, but in the Unitetl States and 
France, the other two creditor nations of the world, that fncUir is 
certainly not present, and the trouble is directly due to the unwilling- 
ness of their investors to invest abroail the surplus which is accruing 
in those countries; and while I think it is easy to maintain in our 
case that the trouble is rather closely conneeUxi with gold, it is not 
so in the case of those two countries. Their unwillingness to lend 
internationally, which is at the root of the trouble, is not directly 
due to gold, and such unwillingness would only bo umocuous in a 
troubled state of affairs if there was so much gold in the world that 
all the debtor countries, who are normally borrowers, m ortler to 
Uquidate their position, had very substantial surpluses of gold, so 
that when the creditor nations liecame unwillmg to lend they cou 
then balance the situation by shipping great quantities of go r 
those countries. Then the unwillingness of the 
lend would not produce bad results. That seems to 
something very improbable — namely, that t e 
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would be able to keep such large reserves that, when the creditor 
countries turned costive, they could nevertheless do without loans 
for quite a long period and meet the expenses which they would 
otherwise have met by loans by shipping very great quantities of 
gold. Therefore it seems to me one needs for the solution of the 
problem some sort of international policy by an international institu- 
tion towards international lending — something a little remote from 
the gold problem. Gold comes in as a symptom, as a sort of barometer ; 
but you will not get real stability unless you cast your eyes beyond 
gold to the irregularity of the international loan market. That is 
perhaps the most fundamental cause of serious upsets such as we are 
suffering from to-day. 1 think in the ’nineties this country played 
very much the same role that France and the United States are 
playing to-day. A series of events took place in the ’nineties and in 
the years following in various parts of the world which upset the 
situation generally, and for a period of two or three years this country 
stopped making the loans which she had been making during the 
’eighties. All the other countries had to ship gold to us, though 
everything in those days was on a relatively small scale. Prices were 
depressed and there was unemployment everywhere ; we were receiv- 
ing gold all the time, and although the gold in the Bank of England 
reached what was, for that day, an unexampled height, our price level 
fell as the reflection of the fall of price levels elsewhere brought about 
owing to the deflation resulting from the drain of gold to us. We 
were doing exactly what France and the United States are doing 
to-day. As Mr. Brand said, the position is greatly aggravated to-day 
by the existence of certain international transactions of the character 
of compulsory loans. A country which is developing by means of 
international loans, and is then unable to get its regular supply of 
loans, can to a certain extent meet the situation by postponing the 
development, but reparation payments and inter-allied debts are 
compulsory, and they cannot be postponed when the market is not 
so buoyant as it had been previously. 

Now, what are our own gold troubles due to at this moment ? They 
are due to our investors having a psychology different from that of 
investors in France and the United States at the present time. They 
are also due to a very great extent to our being anxious to ease the 
situation. And failing that — if we too were to turn costive about 
foreign loans — we should be doing nothing but harm. Therefore we 
are trying all the time to lend as freely as we dare, and perhaps a 
little more, and then suffering the pain consequent on having got 
out of step with the other creditor nations. If France pursues her 
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present policy long enough, and if the United States does not come 
to the rescue — ^if, as one speaker suggested, France is prepared to go 
on taking something like £2 millions a week for an indefinite period 
to come — 1 think there is no doubt that this country could perfectly 
well protect itself. After all. we are a creditor country on a greater 
scale than France is, and by imitating Frances policy we can cause 
a larger flow of gold to this country than goes to loanee. So that the 
worst that could happen to us — though I think it would be very bad 
— ^would be that France would com|M'I us to imitate her, and by some 
means or other close down our foreign lending until she again is 
willing to take the lead. If that were to hapi^H'ti. it would be a very 
short time before the debtor countries were quite unable to meet 


their obligations. I should say nearly all debtor countries would then 
become unable to meet their obligations, and in that case the existing 
debts owing to the great creditor nations wouhl be worth n great <leal 
less than they are. It really is an extraordinarily short -sighUHl ]M>licy 
of creditor nations not to protect the value of the loans they have 
already made by reasonableness towanls curnmt najuirements. We 
are so acutely conscious of this, as Mr. Brand emphasized, we art' 
such experienced lenders that we are trying at the lux'sent time, as 
it seems to me, to protect the position of all creditor nations in the 
world almost unaided, and our apiwirent wtuikness is really the n'siilt 


of our extraordinarj^ strong-mindtalneas u|) to date. We have l»een 
prepared to take risks in the interests of th<' intenuitional lc*aii 
market. If France pushes the point too hard, ami we «lecide that <»ur 
own financial prestige and security must conu' absoluU'ly first with 
us, the consequences to the world at large and to all enalitor countrit's 
would be extremely serious, and it would 8e<un wise la-fore that {mint 
is reached for the creditor countries to see if thj^y could n(>t get 
together in some way to break the vicious circle, la-cause it is a vicious 
circle— the less we lend the more insolvent th»-. wtaild-la; laiirower 
countries become. Every month that adequate' lending by h ranee 
and the United States is ijostponed the less attnictive do the would-lie 
borrowers become. The point may come at which th(^v will bt- so 
badly off that no sensible person would wish U> lend to them. Of 
course, I suppose we could say that will not make much difference 
to France, because France has seldom made a foreign loan that 
there was any reasonable prospect of her si'eing back again ; but m 
the case of ourselves and the United Sta^ .t wou d be a ve^ 
disastrous thing. I think it is those sort of ide^. as well as the idcM 
connected more directly with gold, which ought 

mind. My own mind tends more and more m the present emerg y 
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to thinlring that the reconstitution by some means or other of the 
international loan market is the most vital thing. This country 
cannot possibly in post-War circumstances do it alone, and the sooner 
we try to got an agreement with the other creditor nations on this 
basis the better it will be for every one. The alternative course will 
not embarrass any creditor nation itself, but will cause widespread 
adversity all over the world amongst the debtor nations. I am afraid 
I have led the discussion a little far from Mr. Brand’s opening 
remarks, but it really all is logically connected, because one must, 
1 think, whenever one talks about these gold questions in any 
fundamental way, tiy to get at the realities of the financial system 
of which gold is a S 3 rmptom and not treat it as in any sort of way an 
end in itself, or something that can be discussed without reference 
to the more fundamental elements of the situation. I will now ask 
Mr. Brand to reply to the discussion. 

Mr. Brand: You will not expect anything more from me. All I 
would suggest is that as this discussion has been on the question. 
Why do Central Banks keep gold ? it might be well to follow up Mr. 
Ke 3 me 8 ’s suggestion, as I understood it, and have another discussion 
on how it is that some countries keep gold and others do not. Nations 
are very much like individuals. One man can keep his money and the 
other man caimot. Why gold flows into one country and out of 
another is, after all, the fundamental problem underneath everything 
else. A country like France naturally seems to acquire gold. Why 
do other countries, like Brazil, not keep gold ? If you look at the 
history of Brazil for sixty or a hundred years you will see they have 
managed from time to time to get some gold and almost certainly 
quickly lost it afterwards. The causes leading to the actual distribu- 
tion of gold constitute a problem well worth pursuing. 

Selection of Comments on the Proceedings 

Mr. D. Graham Hutton: Both Mr. Brand and Mr. Keynes have 
stressed the need for some kind of regulation of foreign investment 
and tide-over credits. The former has demonstrated the danger to the 
gold standard inherent in the present system of credits to foreign 
centres ; and I think that a closer examination of this problem in the 
light of Mr. Keynes’s concluding remarks may not be out of place. 

Following the international depression of 1920 to 1922 we had the 
slow stabilization of currencies through the gold or gold exchange 
standard. That was the beginning of a long deflationary period. But, 
as Mr. Keynes a short tune ago pointed out in the Swedish Bank’s 
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Index^ with the consequent fall in the world wholesale price level 
there has been no proportionate fall in long term interest rates. Pre- 
sumably the reason for this is that an abnormally large proportion of 
the long term interest rate on the international market has been taken 
up by ‘insurance against political risks'. If only these risks could 
have been lowered, rates would probably have been lowered pari 
passu ^ and investors would have been more willing to venture their 
capital in long term foreign obligations. The actual course of events, 
however, has been quite otherwise. Funds which might have nor- 
mally increased the supply of long term international investments 
have been used continuously as short-term credits to different centres. 
These short term balances have been abnormally larger to the same 
degree as the long term investments have been insufficient to reduce 
the long term rate. A short term credit, at a relatively low interest 
rate (though until 1930 at quite a high absolute rate), can be with- 
drawn at once when political risks, or even economic risks, I(K)m 
large on the international horizon, or else in the imaginations of 
those who can dispose of funds. The n>sult, as both Mr. Brand and 
Mr. Keynes have pointed out, is that gold imfxjrts take the 
place of foreign long term investments. These gold movements 
have consequently led to sterilization; they arc on a larger scale, 
and more frequent than post-War currency conditions can com- 
fortably stand. Moreover, wdien they do occur they do not redress 
the price level or the exchange rates as they did before the War, 
owring to the effect of tariffs, to the centralization of gold in central 
banks, and to the internal currencies’ relative indeixmdenee of gold 
movements over and above statutory minima.'*^ 

The basic problem is therefore to bring about such a set of con- 
ditions in the international credit markc^t as will induce! a transfer 
from the enormous international short term funds to long term in- 
vestments. This action would greatly increase the factors making for 
stability of the exchanges, since banks like the German Rcuchsbank 
and those of Austria and Hungary, w^hich depend to a groat extent 
upon short term credits for the liquidation of national balances, would 
then be less liable to sudden withdrawals of credit, and to the conse- 
quent danger of exchange-depreciation and gold losses below statu- 
tory minima. At the same time, the funds which, as in 1929, rushed 
about the world with each speculative fluctuation, would be lessened ; 

^ Keynes: ‘ The Future of the Rate of Interest.’ (In Svenska llandelsbanken : 

index, September 1930.) ^ ^ t 

* See Leaffue of Nations: Interim Report of the Oold lMeg<U%on of the 
Finaneitd ^mUUe, Annex XIII: GM. Supply aud Demand, by A. Lovedny. 



192 FOR WHAT OBJECTS DO BANKS HOLD GOLD? 

and a bridging of the gap between short term and long term rates 
achieved. Without some such stabilization of international credit 
conditions there can be no continuity of international credit policy, 
and no concomitant minimizing of large-scale gold movements. 

How can this be done ? 

The Bank for International Settlements was formed primarily to 
commercialize Germany’s political debts on reparation account ; but 
it was also provided in the charter of the Bank for International 
Settlements that the Bank might buy and sell securities, other than 
shares, for its own account or for central banks, as well as accommo- 
date central banks against short term obligations of prime liquidity.^ 
And in Article 24 it ‘may enter into special agreements with central 
banks to facilitate the settlement of international transactions be- 
tween them’ by operations in gold or foreign exchange, or by any 
other measures which the Board think fit. It is my belief that, in- 
stead of waiting for crises to declare themselves, and then rushing 
through rediscount accommodation at the last moment, it would be 
far more scientific, and certainly more in accordance with the logical 
implications of a Bank for International Settlements, if the Bank were 
to separate its functions absolutely into those connected with repara- 
tion transfers, and those connected with the facilitating of inter- 
national credit operations. At present this is only so in a minor degree, 
and the Bank for International Settlements’ operations under the 
latter head are clearly not of a sufficiently influential order. If only 
the Bank for International Settlements could command sufficient re- 
sources in all countries and spread the risks of investment over all of 
them, it might develop into something like a truly international 
investment corjwration. Bonds might be offered to citizens of all the 
national States at much lower rates, conformable with the better 
security offered (and redeemable each year, if necessary). 

It is somehow along these lines of development that we can hope 
for effective international regulation of both short and long term in- 
vestment, and for a parallel rationalization of gold holdings and 
movements. (Mr. Crump’s remarks on gold holdings at the B.I.S. 
were an indication.)^ The anarchy of the present system, together 
with its recurrent apathy to any form of foreign lending, will, if 
ignored, lead to a kind of apoplexy in the capitalistic economy — con- 
gestion at the centre and anaemia at the extremities. 

Sombart has already dubbed our age ‘the embonpomt of capital- 
ism ’. This embonpoiiU must be re-distributed ; and then gold move- 
ments will be neither so aggravated nor so aggravating. 

* Article 22, d, e, g, and h. * See p. 184 above. 
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Bt M. CHARLES RIST 


The Hon. R. H. Bkani>, o.m.o., in the Chair. 


The Chairmait, the Hon. R. H. Brand: I do not think any words 
of mine are needed to introduce to you our speaker to-night, M. 
Charles Rist. You all know him by name and reputation as being the 
foremost economist in France, and as having hold many distinguishetl 
posts, such as Deputy-Governor of the Bank of Franco, and others. 
Nobody could be better qualified to explain to us to-night the French 
point of view on this very important question of gold <!UiTency. M. 
Rist has also had the advantage of seeing other distressed countries 
besides our own in Europe. He, as you know, has done a great work 
in Romania, and has also advised the Governments of Spiiin and 
Turkey. 

I think there is probably a good deal of misapprtdiension in Eng- 
land as to the French point of view, and perhaps in France as to the 
English point of view, on these questions, and we shall ail Ih^ only too 
glad to hear M. Rist. He begged that he might be allowed t<» make 
his speech this evening in French, but when 1 listened to his English 
I thought there would not possibly l)e any difficulty al)Out his ex- 
plaining his thesis in English, and I told him from our point of view 
it would be certainly delightful if he could do so. I believe ho is pre- 
pared to do so provided that if ever he fails for a word stimo one wiU 
prompt him as to the right one. 


M. CHAKU5S Rist : I feel highly honoured in having the opportumty 
this evening to address a meeting of such eminent and ^miicten^en. 
I feel also a little apprehensive as to my English, and I beg the Chair- 
man to be kind enough to play the role of aouffleur Another causi' of 
embarrassment is that the title of this short address is a little mis- 

alraid K.me of you .Irewiy haue very fixed opinioo. 
questum under difiouesion-thut » to »y, ubout the role ™id e^ 
of the distribution of gold on prices wd generally on t^e 
of that distribution rf gold. I read . few ^k. s^m a v^ 

address from an eminent man whom I if not the 

statement :• That this mal-distribution of gold .s one c.u«>, d not the 
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predominant cause, of the continuous fall in the general price level, 
and that it constitutes the most serious menace to the stability of our 
credit structure is no longer in doubt by any recognized body of 
economic opinion.’ That is rather startling for somebody who does 
not hold that opinion. My very respected friend and very eminent 
member of the Financial Committee of the League of Nations, Sir 
Heniy Strakosch, has also, in an extremely interesting report,^ made 
a statement showing on the one side the enormous increase in the 
quantity of gold which pours into the treasuries of the Argentine Re- 
public, the United States, and France, and on the other side the falling 
of prices in the whole world. That is a very impressive statement, and 
I am afraid it has impressed very much the minds of many competent 
people. Again, the title of my paper is rather misleading, because I 
consider that the movements of gold and the so-called mal-distribution 
of gold are not a cause but a consequence. Therefore, having to speak 
this evening about the consequences of that mal-distribution, 1 must 
begin by asking your leave to deal with the whole subject quite freely, 
looking at its different aspects, without holding too rigidly to the title 
which you have been kind enough to choose for me. 

I would like, first of all, to draw your attention to some facts which 
seem to me to be very important and to throw some light on this 
whole question. The first is the following one, which among so many 
distressing elements in the present situation seems to me a favourable 
and happy one, of which 1 think our American friends would rejoice 
as much as ourselves — the fact that the great quantity of gold which 
used to pour into the United States, the big movement of gold towards 
the United States which began during the War and continued there- 
after in such great proportions, has ceased. Since 1 924, the quantity 
of gold in the United States has practically remained stationary. In 
1929, the speculation on the Stock Exchange of New York attracted 
a great quantity of gold from Europe, but part of that gold came back 
during the year 1930, and the increase of the gold stocks of the United 
States during 1930 has come from other sources than from Europe. 
It came from Canada, Brazil, and also from China. On the whole we 
all feel that the influx of new gold and of European gold which played 
such a role during the first years of the last decade in the United 
States has now finished. So the mal-distribution of gold between con- 
tinents which was such a conspicuous fact of the first five years of the 
last decade is now a thing of the past. Although one may regret that, 
in the continent of Europe at least, this distribution of gold is not 
equally satisfactory to all countries, still it is satisfactory to see the 

* Op. eU, 



THE PRESENT DISTRIBUTION OF GOLD HOLDINGS 195 

end of the abnormal movement which began in 1915 or 1916 and 
lasted 80 long. 

The second fact which I think is worth examining, and the impor- 
tance of which seems to me to have been undervalued in the discus- 
sions on this subject, is that from 1924, witli €>ermany first, and then 
with the return of Great Britain to the gold standard, and the return 
of so many other countries such as Belgium, Italy, and France, the 
number of coimtries which are attached to the gold standard is always 
growing. I have before me a list of these countries. I see that in 1924 
two new ones came on the gold standard; in 1925, seven; in 1926, 
two ; in 1927, five ; in 1928, four. In four years lu'etUy new countries 
have contributed to extending the area of the gold standanl. What 
was to be expected from that enormous extension! Rising or fulling 
prices ? In my opinion, it was reasonably to Iw expt^etod that prices 
would go down if a big increase in now gold production did not take 
place. The level of gold prices in comparison with the pro-War level 
or, if you prefer to state it otherwise, the diminution in the buying 
power of gold, was about 60 per cent. That was an absoluUdy arti- 
ficial fall, a fall which w’os due only to the hud that during the War 
and the years after the War the area of the gold standard countric's 
had been reduced to the one territory of the llnitcd StaUis. 'Phe in- 
creasing production in the United States has been accompiuiied by 
sin increasing quantity of gold coming into the country. Wjis it to lie 
exx)ected, with all the new countries either returning to the gold 
standard or being through stabilization comiected with gold prie<*s, 
that the United States could maintain such an enormous and extra- 
ordinary diminution of the buying power of gold ? If on the one side 
stabilization brought the prices of the stabilized countries griulually 
to the level of the gold prices of the United States, on the oth<^r side 
the incomes of the new gold standard countries were very far from 
rising in the same proportion — that is, 60 jkt coni. Nolxxly c an k. 
lieve that the European countries were able to incituise their incomes 
in such a proportion. So one could forcUill that as soon as they 
became attached again to the gold standi^nl, the insufficiency of 
the incomes of the European countries would make itscdf felt, and the 
level of prices brought about by the extraordinary iKisition of the 
United States would not be maintained. A<id to that the new inter- 
dependence between all the gold standard countries which Mr 
Winston ChurchiU described so vividly when he mt^uced his Bi 
for bringing Great Britain back to the gold standard _ 

the countries related to it wiU vary together, like ships in 
whose gangways are joined and who rise and fall together with the 
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tide.** Any fall of prices in the United States was bound to have 
immediate repercussions on the other countries. Production in the 
United States having grown enormously during these last few years 
and the quantity of gold there remaining stable, there is, in my 
opinion, nothing very extraordinary if the fall of prices in the United 
States has brought about a similar fall in the other gold standard 
countries. 

The idea that such an enormous loss of the buying power of gold, 
as resulted in the War and after the War, could be maintained, has 
always seemed to me chimerical. I have often discussed that question 
with my friend, Benjamin Strong, whose loss I so greatly deplore. 
He was of quite another opinion. He thought that, with the big banks 
and the possibility of enormous credits, one would be able to maintain 
prices much better than one could do it before the War. I remember, 
however, his words during his last visit in Paris in 1928, two months 
only before his death. When we discussed this question, he admitted 
frankly: ‘Well, till now the facts have proved you right.’ 

Here is another fact which seems to me worth noting before coming 
to the actual theory of the mal-distribution of gold : it is the first time 
in the history of financial theories and doctrines that the mal-distribu- 
tion of gold between the different countries has been put forward to 
explain the general movement of prices. The existence of great differ- 
ences in the quantities of gold belonging to the different central banks, 
or to the different countries, has been noticed very often before. But 
nobody has ever tried to explain the big movements of prices, either 
their going up or coming down, through the specific distribution of 
gold between the banks. For instance, in 1891, Lord Gkischen, then 
Mr. Goschen, made a statement showing that the gold reserves of the 
Bank of England were only £20 millions sterling, the reserve of the 
Bank of France being, at the same time, £90 millions sterling, and 
that of the Beichsbank £40 millions. You may remember, perhaps, 
that he based upon that statement a proposal that the Bank of Eng- 
land ought to issue £1 notes to get part of the national reserves of gold 
into the bank itself. But never did he suggest that this enormous 
difference between the reserves of central banks had any influence at 
all on the movements of prices. The date at which he made this state- 
ment is extremely interesting in the monetary history of the world. 
It is the period of 1891 to 1895, during which, as you will remember, a 
great depression in prices was taking place. Many of the featrures of 
that period were very similar to the features of the present day. 
There was a big crisis in the United States in 1893. There were tte 
* Hantard: Home of Oommone, vol. 183, 28th April, 1925, p. 68. 
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politic^ troubles arising out of the Spanish-Amerioan War. There 
were alro the ^eat campaigns of the silver men in America and the 
gre^ effort of the international bi-metallists to get the whole world to 
p bTOk to the sUver standard internationally. All those things 

“““ds of people, and. especially in the 
Umted States, made many people fear that the gold standaid would 
be endangerra. But nobody even tried to explain the enormous foil 
in prices in that period by any other causes than by the high level of 
goods production and the insufficient production of gold. Nobody 
even made a reference to the distribution of gold betwwn the different 
countries. 

I take another i^riod, this time not of falling but of rising prices, 
and I find a very similar position. Sir Inglis Palgrave. who was such 
an able editor of the Hdnikcts Mo^ozinCy which I read wit h very great 
interest every month, noticed in 1912,^ in a very remarkable article, 
that at the same time as the gold of South Africa was iMnng distri* 
biited throughout the whole world, increasing the reserves of almost 
all continental banks, the Bank of England, instead of showing a 
growing rescue, lost gold from 1900 to 1912. He recorded the fact, 
and he admitted that the responsibilities of the Bank of England, 
with the growing trade of the world and the increasing role of the 
London market as a clearing-house of the whole world, made it neces- 
sary for England to try to keep a bigger reserve, but he never ex- 
plained the movement of rising prices or the difference in the nuivo- 
ment of those prices by the mal-distribution of gi>ld iKitwixm the 
different banks. It would be very difficult to maintain that the rise 
of prices in England during this period was slower than the rise of 
prices in the other countries of the world. There has always bix^n an 
almost complete parallelism between the movements of prices in 
England, in the United States, in France, in Germany, and in all the 
other great countries of the world. The fact is the more noticeable 
because if you look at the gold reserves as they stood in 1929, the 
year to which the Gold Delegation of the Financial CommitUse of the 
League of Nations brought forward its first Report, you will find that 
the distribution of the gold reserves betwcK?n the different banks at 
that date was almost the same as in 1913 and 1912 when Sir Inglis 
Palgrave made his statement. For instance, the reserves of Great 
Britain were about $720 millions in 1925, as in 1913. The French 
reserve was something like $1,700 millions at both dates. Italy had 
$36 millions, about the same as in 1925 ; and Germany rather more, 
about $1,000 millions, against $560 millions in 1925. Such differences 
^ Banker a* Magazine, March, 1912. 



108 THE INTERNATIONAL CONSEQUENCES OF 

which exist are rather small. There is only one very big difference in 
the distribution of gold now and before the War, and that is the 
almost total disappearance of gold in Russia and the enormous in- 
crease of gold in the United States. 

There is no wonder that nobody at that time tried to explain these 
big movements of prices by the specific distribution of gold. Every 
one was then convinced that the influx or efiSux of gold in or out of 
any country was simply the rrault of the economic situation, and 
especially of the differences in the balances of accounts. That very 
old theory had its origin, I think, in London, in the book of a man of 
great economic repute, David Ricardo,* whose theory has been taught 
to the whole world and whose theory was taught to us when we made 
our first studies of political economy. The truth of that theory does 
not seem to me to have been endangered by the facts of to-day. The 
present doctrine, as I say, is a very new one. I consider it a very 
interesting thing that a new theory in these matters has been brought 
out, but you will feel that it is also quite natural that the mechanism 
of the theory and the analysis of the theory must be scrutinized very 
carefully. How do the authors of the theory explain the mechanism 
of this distribution of gold as affecting the general level of prices ? In 
their opinion, as I imderstand it, some countries are unable to build a 
reasonable quantity of credit on the insufficient basis of gold they 
possess, while other countries, having more gold than they need, are 
unable, through their banking organization or by the will of the 
governors of their banks, to build upon the gold they have the large 
structure of credit they should build. Is it true, first, that in coimtries 
out of which gold is pouring at the present moment there has been in 
the last two or three years an insufficiency of credit ? Have they 
really been unable to build the structure of credit they might have 
wished to build ? Has Great Britain, for instance, really suffered from 
insufficiency of credit during this year or last year ? I beg you to ex- 
cuse and correct any error I may make in this matter ; I am simply 
speaking as a foreign observer. And as such, judging by outside 
appearances, I do not see in those two years any sign of insufficiency 
of credit in this country compared with other countries. Comparing, 
for instance, the official rate of discount in this country with those 
of other coimtries, I notice that the official rate of discount in London 
has always been reduced regularly after the reducing of those rates 
in New York or in Paris. I have here the table of the market rates of 
discoimt ; it shows that the London rate has been at times even lower 
than the Paris rate; for instance, in March, May, October, and 
* Ricardo; PrineipUt of PctUiedl Economy and Taxation. 1817. 
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November, 1930. This does not point to a real insufficiency of capital. 
Further, the spread between the private rate of London and the officiiU 
rate during the whole year has almost continuously been greater in 
London than in Paris or New York. That again does not point to any 
insufficiency of capital. It points rather to a great abundance of funds 
on the short term market in London. Here is another figure which is 
a very good index of the position of the market — I mean the reserve 
ratio of the Bank of England. It stood during the whole year 1030 
(with the short exception of the last weeks of the year, when it is 
always rather high) between 60 and 60 per cent. To a foreign onUwker 
that fact seems to show that the Bank could have disposed of a rather 
large margin of credit if it had been askecl to ust* it. Finally, if I may 
be allowed to allude to some veiy recent events nientioiuHl in the 
papers of last week, the Bank of England is said tt) have iriotl to bring 
the rate of the private market higher than it was. A rather prolonginl 
action on the part of the Bank seems t :0 have been necessary to bring 
this result about. Reading your most authoritative financial chronicles 
in the Economist, for instance, or in the Bankers’ Magazine, 1 see the 
writers in those journals complaining of the insufliciency of the bills 
brought to the market. I never sec it said that them was any insuffi- 
ciency of funds on the market to discount these bills. Foreign papers, 
such, for instance, as the Frankfurter Zeiiung, whit^h is usually very 
well informed, directly deny it. In conclusion. 1 do nt>t find any sign 
that credits which w'cre needed in Ijondon could not be found. How 
is that to be explained in face of the heavy exjiorts of gold ? In my 
opinion, very simply. London is a victim, as we all am, of a general 
economic crisis, which has as its first effect the mduction of the tnwle 
and business of the country and of the demand for creilit, at Uw saine 
time as the return of a lot of money to the banks. That is a very old 
and very well-known phenomenon. Even if someb(sly wished U> offer 
much more credit than is in practice asketl for, one would find that 
the demand for credit is insufficient to balance the cn-dit which couli 
be offered. Hence the very low rates which are characUiristic of all 


Tu^Lg now to those countries whose reserves of gold am increas- 
ing I find that the same circumstance which explains the ixisition o 
SI market here can also be used to explain the state of 
United States or in France. In other words, the 
on the credit situation largely offsets any mfi^nce 
of irold into those countries could have had. What has happened m 

United In both thoee countnc you M 

to the yeie 1928, 1929, und 1930, two contn«i.ctory moeemenU.. 
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first s great expwosion of credit and thra a great diminution, the infinx 
of gold into the United States and into France remaining continuous. 
In other words, the deliberate will of the banks of these countries 
seems to hare had very little to do either with the expansion or with 
the contraction of cre^t. Take Paris, for instance. Tou will find at 
the end of June, 1928, a total of credits made by the Bank of France 
amounting to five and a half milliard francs. In June, 1929, it has 
risen to 10*4 milliard francs. The next year, in the middle of 1930, you 
find credits reduced to eight milliards, while at the present time, at 
the end of 1 930, the amount of credits is the same as it was at the end 
of 1929. In fact from the end of 1929 nobody has demanded any more 
credits from the banks. The Bank of France was perfectly ready to give 
these credits. The Bank of France diminished its rates of discount 
one month after another, but nobody came to ask for those credits. 
Why not 1 Simply because the crisis had broken out. The consumers 
were not ready to buy the goods for which the entrepreneurs ought 
to have demanded credits. Perhaps I may be allowed to quote here 
from a most interesting and pleasing book which my eminent friend 
Mr. Hartley Withers wrote some years ago, called Bankers and Credit. 
I think he has given for the crisis of 1922 the precise explanation of 
the facts. 'In 1919’, he said, ‘conditions were quite normal, with 
prices soaring so fast and furiously that producers and merchants 
might well think that hardly any rate for money could make it ad- 
visable to take in sail. In normal times a few turns of the bank-rate 
screw might certainly be counted on sooner or later to produce the 
desired effect’ — ^this is the point which I want to emphasize — ‘but 
when the wind is on the other cheek, when depression prevails and it 
is desired by lower money rates to induce enterprise to tuck up its 
sleeves and get to work, no such success can be expected with any 
confidence. If people think that any business that they do is likely 
to involve them in loss, they would evidently be bom fools to do it, 
even if the money needed was lent them for nothing.’^ It is exactly 
the same thing with gold. You can pour gold into a bank. If the gold 
pours in during a time when business is very slack and when people 
have not the courage to take up new business, that gold cannot be 
used to make credits. Mr. Strauss, one of the members of the Federal 
Reserve Board, told us in 1921: ‘No rate, however low, will tempt 
borrowing for the purpose of purchasing a commodity whose price is 
believed too high.’ I find, again, an important illustration of this fact 
in the period 1891 to 1895, which, as I have already said, is one of the 
most important in the monetary history of the world. During that 
* Withers: Bankers and Credit. 1024. (London: Murray.) 
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time the new gold of South Africa went into the banks of issue with 
extraordmary rapidity and amplitude. The reserve of the Bank of 
En g l a nd , for instance, doubled in five years from £22 millions sterling, 
if I remember rightly, to £44 millions sterling. The reserves of all 
other great banks grew also very rapidly. But if you look at the 
portfolio of those banks, at the ‘either securities* in the Bank of Eng- 
land, and ‘discounts and other advances’ in the various great banks 
of Europe, you will find it continuously diminishing. Why ? Simply 
because we were in a period of great cyclical depression, when people 
do not demand credit, and during such |>eriuds it is absolutely im- 
possible for any bank to persuade |KH)plc to demand what they do 
not need. 

This brings me to one observation which pi^rhaps is not quite within 
my subject, but, however, seems to me very imiM>rtant. 1 do not 
think that in these last years there has been too little credit. I am a 


strong believer to the contrary — that there has been too much credit 
during the last five or six years. When a government creates money, 
that money is used by the consumer, so that you are creating incomes 
at the same time as you are creating business and producing goods. 
But when a b ank creates credit it gives the credit not to the consumer, 
but to the entrepreneur, and the entrepreneur does nothing else than 
anticipate the bujong possibilities of the consumer, so that there is not 
a creation of buying power but simply an anticipation by the bank of 
the possible buying power of a possible buyer or consumer. When the 
real incomes of the consumers do not correspond to this anticijiation 


you have a crisis. The present crisis has originated in the im^mssibility 
for the consumer to continue to buy at the same prices the increasing 
quantity of goods which he himself had contributetl to create by 
investing in former years so much in new enterprises. W hy and how 
this maladjustment between consumption and production has taken 
place it is not very easy to make perfectly clear. It is a very old dis- 
cussion among economists to explain that fact, and I will not jwoduce 
any new or even any old theory about it. The fact is that from time to 
time, every eight or nine or ten years, such maladjustment takes 
place. Such a maladjustment was gradually taking place 
two years, but it tvaa not felt aa soon as it ought to iMve fteen feit. Why 
was it not felt ? Because too much credit was given. I would only 
mention here two major circumstances which seem to me to poin^t to 
that conclusion. The first is the too long time taken by the facto 
stabiMzation of the franc. From 1927 the Bank of France has Iwught 
or received enormous quantities of foreign moneys rom poop e w o 
demanded francs. What did it do with those foreign moneys ? It left 
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them on the markets where it had bought them. As a consequence, 
this enormous buying of francs, instead of bringing, as it ought to 
have done, an inflow of gold into France, maintained the same 
monetary redundancy on foreign markets. The result was an enor- 
mous creation of francs in France itself, which made it possible for 
the French Government to repay to the Bank of France the advances 
it had received during the War. That is one point. But there is 
another. When the Bank of France began to buy gold itself in those 
markets in which it had big deposits, especially in the United States, 
what did the Federal Reserve Bank do 1 The Federal Reserve Bank 
bought on the market an amount of government security exactly 
equivalent to the amount of gold which was emmarked by the Bank 
of France. It created on the market exactly the same quantity of 
dollars which were taken out in the shape of gold by the Bank of 
France. I do not want to criticize that policy — I admit that it was 
justifiable at that time — but what was the result ? It prevented the 
natural outflow of gold out of a country which was buying at high 
speed all kinds of shares, bonds, and goods in France. These two 
policies had the same result: by increasing the amoimt of credits on 
the world markets, they prevented the disequilibrium already existing 
between consumption and production from being felt as soon as it 
ought to have been. To-day, some people are advising other countries, 
for instance France, to create more credits — ^in other words, to use 
these same means which in my opinion have contributed to intensify 
the present crisis. I cannot but feel that those who advocate such 
methods, and still more those who would adopt them, assume a very 
big responsibility. Such methods do not seem to me at all able to 
improve the maladjustment between prices, consumption, and pro- 
duction. I feel, on the contrary, that they have very largely contri- 
buted to prevent an adjustment which could have taken place earlier. 
I apologize for having said something about the present crisis which 
does not quite belong to the subject I am discussing before you. I 
tliink, however, that that aspect of the crisis has an important bearing 
on the present discussion. 

In conclusion, when you look on the one side at the growing quan- 
tities of gold which are pouring into France, the United States, and 
the Argentine Republic, and on the other side at the fall in prices, I 
am perfectly willing to admit that there is a correlation between these 
two movements. But instead of considering the pouring of gold into 
these banks as the cause of the depression of prices, I see in that 
depression the real cause of the mal-distribution of which you are 
complaining. 
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There is one difficulty in this whole question which I cannot avoid 
mentioning. The mal-distribution of gold has been very often oriti* 
cized, but nobody has told us vrhat a good distribution of gold would 
be. Such a definition, however, would be very helpful to provide 
some common ground on which people could judge the situation. 
Up till now this definition has not been given. Perhaps, instead of a 
clear-cut definition, some hj^pothcsis would bring us neait^r to a useful 
conclusion. We could admit, for instance (and 1 am porfo<^tlv ready 
to admit it), that it would be better that pcurt of the gold which is 
pouring now into France and into the United States should remain in 
London, which is without anj*^ doubt the greatest money market of 
the world, a market w'hose prosperity is a matter of the utmost imjmr- 
tance to us all, as we all know the beneficent influence and the 
gigantic role which it is plajing for the good of the world commennal 
community. Anjiihing which makes that market uneasy must make 
everybody uneasy in aU the other markets of the world. 1 am fx^r^ 
fectly prepared to admit that if not the ideal distribution, at least a 
better distribution of gold would exist if some of the gold which is 
here would not pour out to a place where nolxxly uses it ami nobtxly 
wants it — it would be better if it were not exported to France. 

Suppose also that we arc all in agreement on the procedun? which 
would bring back some of that gold to Great Britain. Now' if that tcxik 
place, what would be the consequences ? I^robably you will all agnn* 
with me that, even if a substantial quantity of that gold w'ere brought, 
back to London, it would not remain here very long, if at the same 
time the balances of accounts of Great Britain, France, and the UnitiHl 
States remain as they are. In other words, the real thing to lcK>k at, 
in my opinion, is not the momentary outflow or inflow of gold, but 
the organization and the constitution of thostj difTerent balances of 
accounts. 

To begin with Great Britain — and I must aixilogize again for ex- 
pressing an opinion about a situation which you know so much better 
than I do — ^your country, with an energy whicli w'e all admire, 
immediately after the War, even before it liad returned to the gold 
standard, took up again the great role of lender at short term and at 
long term which it had before the War. This jKisition of lender had 
probably something to do with the complaints, whi<;h w'tjro already 
very numerous before 1914, that it was so difficult for this country to 
keep the gold which it received from everj'where. Why wfia it diffi- 
cult? Because, by an admirable trade and Ijanking organization, 
Great Britain did not find any use for more gold than was absolutely 
necessary to it— but re-lent to other countries the majority of that 
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gold as it osme in. That leads one to believe that if gold were salt 
back to this country this great role of lender of the London market 
would immediately begin again, or would continue on a higher scale 
as soon as the next revival of trade would begin ; and we would prob- 
ably see part of the gold which by hypothesis would have been 
brought back here flowing very rapidly out again to other countries, 
perhaps not to France, but to Germany, or to the Netherlands, or to 
the United States. If I take the balance of accounts of the United 
States, I think, without insisting on it very much, every one of us 
here would say that the States, if they did not prevent by such high 
barriers the free importation of goods, would take less gold than they 
do now. If the United States would admit more readily than now 
that they have a great mission in lending money to a Europe so 
greatly impoverished by war, that also would diminish the quantity 
of gold which flows into that country. But I do not well see by which 
arguments we could persuade our good friends in the United States 
to lower their barriers, or to lend to a European continent whose 
political situation seems to them hopelessly troubled. Both these 
circumstances make it more than improbable that we shall see in 
coming years any great changes taking place in the balance of 
accounts of that promising continent. 

I am afraid I have already detained you too long, but I should like 
to say some words about the situation in France in this respect. Our 
balance of accounts at the present time is such that our income 
accounts are very high. We have lost a great quantity of interest from 
the big Foreign Portfolio, which we had before the War ; but that loss 
has been partly compensated by the enormous influx of foreigners 
coming every year into France, whose expenses are much higher than 
they were before the War, and also partly by the fact that the Dawes 
Plan, and now the Yotmg Plan, bring every year some substantial 
sums, which are not so big under the Young Plan as they were under 
the Dawes Plan but which contribute to make our balance of accounts 
a positive one. I do not think that all these sums remain in France. 
It is very often said that we are lending too little to other cotmtries. 
That is only partially true, because, if my information is correct, the 
individual French investor, through the foreign banks in Paris, is 
loiding a substantial quantity of capital to other markets, especially 
to the American market, but sometimes also to the British market. 
My friend Mr. Meynial, who for years has made a very careful estimate 
of the French balance of accounts, estimates that in 1929 seven 
milliards of francs went out of the country in that way. But I am 
prepared to admit that this lending to foreign countries could be very 
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much increased. Instead of individuals investing sporadically on 
foreign markets, we ought to have, and we could have, much bigger 
loans, issued publicly on the Paris market. Such issues would help to 
modify our present balance of accounts. However, before that can 
take place one has first to persuade the French investor, who is much 
harder to persuade than the banks, or even the central banks, that 
he has a complete security and absolute guarantee in lending to other 
countries. If it is a question of buying shares in the lTnitc<i States, 
they were only too ready to do that. They did it in 1927 and 1928. 
It is true that the result in 1929 was very bad. So that even investing 
in the United States, which seemed to Iw a kind of etionomic island in 
the disturbances of the world, does not seem tvs secure as it was 
before. The French investor is a very timid person. Perhn|)8 in 


Great Britain you also have investors who are timid ]x*rsons ; but in 
France they are probably even more timid. If they cotild l )0 per- 
suaded that there will be no war in the Balkans, no ri^voliitions in 
South America, no financial troubles in the United StivU^s or in 
Canada, I think they would immediately and rapidly lend their 
money to all those countries with the grtiatest satisfaction, as the 
interest they could harvest is still higher than it is in France, But 
till now these conditions do not exist. Y ou must also rwilizo that till 
the year 1928 — that is, till the stabilization of the franc which took 
place only two years ago — our whole legislation, which was an 
emergency legislation, had as its aim to maintein French capital in 
the country. The flight of capital was till then the j^at terror of 
every government and parliament. l*ractically sjKiaking, it is only 
since the last two years that one can really think in France of lending 
to other countries systematically, or of carrying out that policy 
which before the War had always been the policy of Franco. I am 
perfectly sure it would contribute substantially to bring about a more 
satisfactory situation in the gold movements of the world. 

If I may make a suggestion at the end of this alrei^y t«) long 
Speech which you have been so kind as to listen to with such great 
attention and ^tience, I think that as the listribution «« 
practically the real thing which matters because tlie “ 

gold will follow the distribution of capital), if wme kmd o ‘ ^ 
tion could be brought about in these matters, m such « 

^rpitol of fte Umted State., of Great Britau., and >r«» ^ 

iLtato SX Sr^Ctto too 
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of those three countries would probably bring the debtor countries, 
whose financial situation is not quite secure, to admit more readily 
the necessity of giving necessary securities to the lenders. This is a 
very important point in the present situation of Europe. It is rather 
difficult to persuade young nations, which are justly proud of their 
recent political successes, that they are not in matters of finance 
absolutely on the same level as the greatest countries of the world. 
As the latter have not alwa3rB given the best example to these small 
countries in financial matters, it is not easy to explain to the small 
ones that the big ones are absolutely sound and have a good con- 
science, but that they, being small, must have a bad one. Again, if 
these three countries could be prepared to co-operate and to go arm- 
in-arm, the timid investors of whom I was just now speaking would 
probably feel a little more encouraged to invest. When eventual 
losses are to be suffered by one country, the investors of that country 
are apt to think that the risk is too great. The distribution of risks 
on different markets gives them more courage. They are apt to believe 
sometimes more readily in the thoughtfulness of the leaders of other 
markets than of their own. In a word, this whole question of the 
distribution of gold comes practically to a question of the organization 
of investments. I think it is in this direction that the solution of the 
vexed questions of to-day can be reached. I do not pretend that it 
will be found immediately. I do not pretend either that it is easy to 
find ; but I think this policy of co-ordinated or co-operative invest- 
ment is the only one which, coupled with a policy of an easier inflow 
and outflow of goods, will help to make this perplexing problem of the 
distribution of gold disappear from our minds. 

Discussion. 

Thb Cbairmak, the Hon. R. H. Brand : I am sure we shall all wish 
to thank M. Rist for his excellent and comprehensive paper, though 
we may not agree with it all. I will therefore ask anybody who has 
any criticisms to make, if they will now give us the benefit of their 
views. 

Mb. R. G. Hawtrey ; I should like to start by saying how greatly 
I admire the excellent lecture of M. Rist. I was very much struck 
to find how unnecessary any apology was for giving it to us in our 
own language. I am sure we all very much value the extremely lucid, 
interesting, and full expression of his views that we have had put 
before us. 
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There is such a variety of points that interested me in the lectun^ 
that I cannot deal with more than a very limited number of them ; and 
I am sure M. Rist will £orgi\"e me if I rather fasten on those on which 
I should be inclined to differ from him. In the first place, he said that 
this view of the mal-distribution of gold affecting the world price level 
was new. I do not think it is altogether new. It takes different forms 
at different times. M. Rist went back sewral times to the |XTiod of 
the early ’nineties, the depression associated with the Baring crisis 
and the American crisis of 1893. That was the culmination of a long 
period of depression, a period of depression which wiui started by the 
shifting of GSermany to the gold standard in the year 1872. Germany 
in that year suddenly absorlied gold to the value of i:5i) millions, 
representing two entire years’ gold supply as it was at that time ; 4 ind 
representing I do not know exactly w'hat {lercentage, but something 
comparable to 10 per cent, of the entire world monetary gold stock. 
That precipitated a very violent fall in commotiity price's ; and it was 
followed by the general adoption of the gold standard, which, when I 
was first being taught on this subject, economists n'ganled as tlu^ 
cause of the very heavy fall of prices that ensued iK'twtH'ii 1873 anti 
1896 — a fall of about 40 per cent. The stagnation of tratle that 
existed in the early ’nineties I think is quitch rightly traceable to that 
change in the distribution of gold, the change them consisting in the 
substitution of gold for silver; but the economic conscHiuences 
entirely similar to those of the substitution of gold for paia^r. 1 
merely refer to that on the one hand as showing that the problem is 
not a new one ; and on the other hand as showing that the state of 
affairs in the early ’nineties is really an example in 8UfqM)rt of thow^ 
economists who regard the recent collapse? of [)rice^s as due, 1 will not 
say to a mal-distribution of gold, but to a change in the distribution 
of gold. Personally I do not regard the mal-distribution of gold os 
being by any means solely responsible for the fall in prices. In my 
view there is a very largo redundancy of gold at the present moment. 
‘M. Rist I think quite properly called attention to the fact that the 
banking reserve at the Bank of England .-s and has Ixjen ample. 
There has been nothing to prevent the Bank of England from giving 
ample credit facilities for a year or two back. 1 he fact is that this 
country has a redundancy of gold, and we ought to take st<q)s to g<!t 
rid of more of it. We ought to be extremely grateful to those? two 
countries, to the United States and France, which have been good 
enough to absorb hundreds and hundreds of iniUions of gold, at enor- 
mous expense to themselves, thereby relieving the rest of the world 
of that expense. That that results in a mal-distribution of gold in a 
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sense is, I think, indic^table. I do not know why France, with cme- 
ninth of the national income of the United States, should need half 
the amount of gold ; or why, with half the national income of Great 
Britain, it should need three times the amount of gold. The reason 
is simply the legislation by which the central bank is governed, 
coupled with the difference in habits, which makes the public in 
France prefer to hold their means of payment in the form of legal 
tender paper instead of on current deposit at a joint-stock bank. The 
result is that a very much larger proportion of the purchasing power 
held by the public in France has to have a backing that is narrowly 
defined by the central bank statutes. M. Bist quoted the figures of 
the discounts and advances of the Bank of France. According to 
some standards they have been very substantial ; and they are still 
very substantial ; but they are almost a n^ligible factor in the great 
problem of providing the backing for the obligations of the Bank of 
France, which at present exceed 100 milliards of francs. The discounts 
and advances are about one-tenth of that sum, leaving 90 milliards 
to be covered, of which 9 milliards is a more or less fixed advance to 
the Government; but the whole of the balance has to be covered 
either by gold or foreign exchange. The holding of foreign exchange 
by the Bank of France is already quite as large as it could reasonably 
be expected to be. The result is that there is nothing for it but to 
absorb gold, not only to cover the note issue of the Bank of France, 
but in addition to cover whatever balance the Government of the 
country think fit to hold on current account. I should mention that, 
in being very grateful to the French for bearing the expense of carry- 
ing this redundant supply of gold, we ought incidentally to include 
the French Government, which forgoes interest upon a very con- 
siderable sum in order to hold an idle balance equivalent to £115 
millions sterling at the Bank. 

I think the leading fact is that the legislation governing the Bank 
of France is unfortunately so inelastic that it cannot help absorbing 
gold. It is in the position of a boa-constrictor which starts swallowing 
a goat — ^it cannot stop. There is a sad story of two boa-constrictors 
at the Zoo. The husband and wife unfortunately got hold of the same 
goat. As it was quite impossible for either of them to stop swallowing, 
it was absolutely inevitable that the one should swallow the other. 
I do not want to press that example too far in its application to the 
present monetary situation ; but it illustrates the inevitability with 
which the Bank of France, governed by the l^islation of 1928, com- 
bined with that of Napoleon, is compelled to go on swallowing the 
world’s gold ; and, of course, they might swallow all the gold in the 
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world at that rate. So long as the demands of the Bank of France are 
reasonable, that is, that they do not involve taking more than the 
annual supply, I think the right procedure is for the rest of the world 
to meet them. I think a solution of the present difficulty is simply 
for the Bank of England to rearrange its affairs so that, instead of 
having the present quite excessive reserve of £140 millions, it gets on 
with the sort of reserve it used to have In^fon^ the War, increased in 
proportion, say £50 millions or £60 millions. If it did that, 1 think 
there is no reason why the world should suffer from a scanuty <if gold 
at all. There is no other country besides the UniUnl States and hViuice 
which is absorbing gold to any amount. Occasionally Switzerland, 
Germany, and Belgium take a little ; but the* absorption thi'catcnod 
by them is negligible. 

There is Just one other point that I should like to nder to. It is a 
point of theoretical analysis, and one, 1 think, of considerable imiHir- 
tance. M. Rist said that in recent years tluTC Inwl Ikhmi not tcM> little 
creation of credit, but too much. He pointed out that crcnlit is (mealed 
in favour of producers, and the result is more prodiiiiion, that is, pni* 
duction with a view to future demand, whicdi may not lUH’cssarily 


materialize. My criticism of that analysis is this: jHHiple borrow 
money in order to produce. They usei the moiu^v in order to pay the 
incomes of the people who produce, including th<*ir own prolits. 
Those payments appear in the form of inconu^ at an earlier dat4* than 
the product. If you create credit in favour of the [inxliujerH, the 
demand materializes at once. The difficulty at tlu^ f>rescnt time is, as 


M, Rist quite properly said, in the nductance of borrowers to borrow, 
not the reluctance of bankers to lend. 1 absolutely agn^e with that. 
The trouble is to get over the reluctance of borrowers to borrow. It 
is because they do not borrow that these incomers are not cn^tUxl ; 
and just because the incomes are not created, tlie goods they might 
buy are not created. The fact that the goods cannot Ik^ sold is the 
reason why the money is not borrowed and the*, incorm^s arc not 
created There is a vicious circle. If you ask how ih(i vi<;jouH circle 
began, it began at a time when the bankers wesre discouraging la^r- 

rowersfrom borrowingin the years H»28an(l 102«. That once secured . 

it was quite unnecessary to give any further discouragement to the 
borrowers. When the bankers choked them off to latgin with, the 
shrinkage of incomes had begun ; and the shrinkage of incomes, along 
with the shrinkage of production, has continued ever since. If you 
reduce production by 20 per cent, and reduce prices by 20 > 
you reduce the total income by 36 per cent. That is 
ihat haa occurred. It is that shortage of incomes, and therefore that 


P 
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shortage of demand, which deters people from borrowing money for 
the purposes of production. The only remedy is that somehow or 
other the borrowers could be given an inducement to restart borrow- 
ing. The natural instrument in our hands is not the borrowers but 
the lenders. The duty of the central bank is to stimulate the lenders 
to lend, and to advance the efforts of lenders to find willing borrowers ; 
and, if they cannot find willing borrowers, to find other means of in- 
vesting their money which wiU at any rate start it circulating. I think 
that is the remedy for the present situation. The obstacle at present 
is not the absorption of gold by the United States and France, but the 
effect of the absorption of gold by the United States and France upon 
the credit policy of the rest of the world. The credit policy of the rest 
of the world, practically speaking, means the credit policy of London. 
London is to so great an extent the leader in the international money 
market that its influence has been decisive. Its influence for the last 
few years has been consistently, with some vacillation in the course 
of 1930, on the side of contracting credit; and, therefore, bringing 
about this reduction of price levels all over the world. I think that is 
a true analysis of the situation. I do not think it differs so very funda- 
mentally from M. Rist’s ; but the point of view is so different that I 
think the practical application would also be different. 

Mr. Owbx Fijsmino : I should like, if I may, to add my testimony 
to that of my friend Mr. Hawtrey, as to the excellent paper to which 
we have had the honour of listening to-night from M. Rist. The dis- 
tinguished career of M. Rist in Paris, on the Economic Committee 
presided over by Mr. Sergent, of which he is a member, and his 
international reputation as a Professor of Law, make it extraordinarily 
difiioult to say anything which is in any way contrary to the argument 
he has put before us. But there is one question that he himself has 
asked as to which perhaps we ought to come to some conclusion, 
namely, if what is occurring is a mal-distribution of gold, what should 
we regard as a correct distribution of gold ? Now should not gold 
holdings bear some kind of relation to populations ? If a country with, 
say, 40 millions of inhabitants, such as France, has a certain need for 
gold, then a country of smaller population should have a propor- 
tionately smaller need. As far as Europe is concerned, I think this 
mal-distribution of gold, if I may use the expression, began roughly 
about four or five years ago. About 1926 the French holdings and 
the British holdings were approximately equal. Since that date, as 
we all know, the French holdings have been gradually increasing. By 
August 1929 the holdings of France had so grown as to exceed the 



THE PRESENT DISTRIBUTION OF OOLD HOLDINGS 211 


combined holdings of England, Holland, Belgium, and Germany. 
Later on, in July of 1930, Switzerland joined the company, and now 
in 1931 we can add Italy. Those six countries, England, Ik^Igium, 
Holland, Germany, Switzerland, and Italj', have a combined }X)puIa- 
tion, roughly speaking, of 170 millions. France has a impulation of 
40 millions ; but France and those six countries added together have 
approximately the same quantity of gold. The 'fonds roiilants’ in 
France must be very much greater than in the other coimtriea. Let 
us think for a moment about these ‘funds roxdants’. 

Every company, indeed every indivulual engnge<l in trade. nee<l8 
the command of a certain quantity of cri'dit to cover the fluctuations 
between his purchases and his sales. This ‘ working capital calliMl 
‘fonds de roulement’ or ‘ Botriobsmitter, is an esiwaitial to every 
trader in every country. Without it, trade woid<l Im> iiiHK»ssible. If 
it is not adequately available, trailers are com|H^lled to cut tlown their 
businesses. If they do not do this, their bu8ine.ssi*s will cut them down. 
This action, however, of cutting down their btjsinessiw coinjiels them 
to deprive some of their workjK'ople of their employment. Those 
people, in turn deprived of their own little ‘fonds de roulement', finil 
it necessary to appeal to the State in order to live, and 8«> a vicious 
circle is established, lowering the selling |>ower of all tluwe countries, 
and consequently also the selling power of those other countries to 


which normally they sell their gr»oda. 

Nothing has been said to-night at all abmit uni'inployment, yet if 
M, Rist habitually reads the Labour Oazeite of England and th<^ Jiekhn- 
atLeitsbUat of Germany, he will have seen the unemploynumt eiirv<*s 
running right up into the sky. Is that a cauw? or a ismseipuMwe of this 
mal-distribution of gold ? It seems irrational U> me that two- lifths of 
the gold holdings of forty-five countries should bi* eonoentrateil in 
two of those countries. Would it not lie iKissible U. arrivi-. at some 
international understanding or agreement whendy this gold shouhl 
be spread a little more evenly over the different countries of the 

World ^ 

I am not very clear as to the French attitude on this question 
Does France really like this gold coming m. or 

it did not come in ? Nor am I quite sure either about the ^^tmh alti- 
tude. I gather from Mr. Hawtrey that the more gold g«x>s ^ 

a certata point, the better he to ple»^, 1 am not 1“;;^ 
find mvseU in accord with this view. It is quite true tot on balan^ 
Great Britain has not lost much gold. But the 8°^ to 
of Great Britain into France has been replaced by g g 

countries which really can hardly afford to part with their gold, such 
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as Brazil, Japan, and Australia. The same remark applies to the 
United States. With the greatest possible deference to the remarks 
with which M. Rist opened his paper, I do not think that gold has 
ceased to flow into the United States, but the course of the flow has 
been diverted. I have here the Reports of the Federal Reserve Board 
for 1930 and 1931. The figures show that in 1929, $292 millions of 
gold were imported into the States and only $116 millions exported, 
showing a surplus import of $176 millions coming from countries such 
as Canada, the Ai^ntine Republic, Germany, and various States in 
South America. When you come to 1930, the same thing applies. Up 
to November 1930 the imports are $363 millions and the exports $116 
millions, showing a surplus import of $247 millions coming from Japan, 
Brazil, China, Mexico, the Argentine Republic, and from other smaller 
places. Although there are few gold imports from Europe, this inflow 
from other countries sets up difficulties in those countries which do 
react on us in Europe. The fall in Brazilian securities and in Australian 
securities, for example, affects us materially. 

There is just one other point I should like to refer to. I was much 
interested in an able article recently published by M. Rist’s colleague, 
M. Francis Delaisi.^ M. Delaisi has examined the economic situation 
in Europe resulting from the severance of the agricultural countries 
from the industrial countries during the War. He gives some very 
extraordinary and remarkable figures showing that the diversion of 
the wheat supply from East Europe to overseas has resulted in a most 
difficult situation for Europe as a whole, and particularly for those 
countries. Those countries, eight of them I think, from Latvia to 
Greece, have assembled several times together and have passed many 
resolutions on this subject. I think they have established a Central 
Committee which is in communication with France. I am only 
wondering whether France at the back of her mind is building up this 
great gold reserve in order to assist in the re-establishment of that 
connexion between Western Europe and Eastern Europe which was 
broken by the War, and whether she will incidentally cut off by high 
duties the import of overseas cereals into France and into Europe. 
Now no one would do other than heartily commend the very hmnane 
and reasonable policy outlined by M. Delaisi, but such a policy will 
naturally have reactions upon the economic life of this country and 
abo of that of the British Dominions. I think that perhaps is some 
explanation of why there is in London a certain amount of misgiving 
at so very much gold going to France. This fiow is not ceasing, but 

^ Delaisi: ‘Aprds les conferences agraires de I’Enrope Centrale.’ In Revue 
d‘£eonomie Politique, vol. Ixiv (1930), p. 1329. 
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really its rate of flow is on the increase. In 1931, we have only to-day 
reached the 1 1th February, and yet in these five weeks that have 
passed £8J millions of gold have crossed the Chamicl. It is that posi- 
tion, I think, which is causing concern in the Hty, and with, in my 
humble judgement, some ground for the conconi. 


Sir Henry Strakosch: Mr. (^haimian, M. Uist was good enough 
to refer to some remarks I made in a pnfier^ which was publishe<l 
in July last year — both in a paper published in the Fit'nch Rewe 
d’ticonomie Politique" and in the course of his sjnvoh. 1 would like to 
take up one point, which is this. I lielieve Pmfessor Kist thought that 
the expression I used, that France ha<l l>etm guilty of sU'rilizing gold, 
was not a true presentation of the case. 1 w'ould like now to tell Pro- 
fessor Rist what has led me to that conclusion. Before doing so, 1 
would like to refer to a remark that he nja«le, that the movement of 
gold to France was a jterfectly natural thing ar«l in complete accord 
with what Ricardo has taught us. But 1 think that Professor Rist omits 
(1 should like to be corrected if I am wrong) tticonsiderin whatcircum- 
stances the stabilization in P'rance has taken jiliMa*. If PVanco h»wl 


stabilized her currency at a ijoint at which P'renc-h pritH's wen> in 
equilibrium with prices in other gold standard coiintries, then 1 would 
agree with him ; but 1 believe that is not true. 1 Udawe that France 
stabilized her currency at a ]M>int which w»u* compleUdy out of joint 
with world prices ; that is to say, she stalnlizwl htsr currency with the 
franc having an internal purcluising j)ower largely in excess «)f its 
external purchasing power. That fact brought with it a necs'^Hsary 
movement of gold into P'rance in order to establish the e<iudibYiHm. 
Therefore, to the extent to which gold moved into P'rance toe.sUblish 
the equilibrium that Ricardo pre8upiK>sed, to that exb nt tlu^ gold 


flow is not a natural gold flow . .... * i 

I want to give you a few figures to show how stabdization has taken 
place, but, before doing so, I would like to refer to the e.xix,rie,nce that 
ibhe Financial Committee of the League of Nations has hail in prac- 
ticaUy every one of the countries where stabilization Unik pliwc, 
nuJy. thi the inlemel p»rch»ing jK,»er ol the ^ 

iDdatii, wae te m of ite 

it w,» in aU cesee neoseeaty to give » l«t Wut of ^ 

ooontty hefoie stahilitetion was token op, m order to give the ^n^y 
the .ionnt of ourreney whieh was needed to bring the intornal 


• Op. c«. , „ . 

* Rist: ‘La question ue 1 or. 
(1930), p. 1480. 


In Keoue d^Sconomie Politique, vol. liiv 
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purchasing power into relation with the external purchasing power. 
The following figures will show what is moving in my mind. I am tak- 
ing the Staliat figures, and I am taking the wholesale home industrial 
index-figure of France which is published, I believe, by the Bank of 
France, or which is included in one of the Bank’s statements. The 
Statiat index-number in England for 1928 was 147, and in November 
1930 it was 107, that is to say, a fall of 27*1 per cent. In France the 
index-number of the home industrial figure in Janumy 1928 was 120, 
and in November 1930 it was 115, that is to say, a fall of 4* 1 per cent, 
in prices. But the Bank of France also published a wholesale index 
of imports into France, and there I have the following figures: 
January 1928, 136; November 1930, 80; that is to say, a fall in 
prices of 41 per cent., which clearly shows that the adjustment of the 
internal and external purchasing power of the franc had to take place. 

As to gold movements, let me take first of all the note circulation 
of the Bank of France. The note circulation of the Bank of France 
rose from the middle of December 1926, when de facto stabilization 
took place, to the end of 1930, by 23} milliards of francs, or £185 
millions sterling. The gold stock during the same period rose 37 
milliards of francs, or £297 millions sterling. The foreign exchange 
pmehases by the Bank of France amounted to 25} milliards. In other 
words, the Bank of France acquired during that period a total of 62} 
milliards of gold and foreign exchange. There is a discrepancy of 39 
milliards, because there are only 23-5 milliards of notes issued. We 
have to try to account for that difference. I believe it is due, to the 
time of about 5 milliards, to an increase of deposits, mainly savings 
bank deposits, in the Bank of France; as to 18 milliards, or £145 
millions sterling, by funding the floating debt of the State with the 
Bank of France by long term borrowing in the open market, and 
finally about 14 milliards, or £113 millions sterling, which have been 
tucked away in the Caisse d’Amortissement. You have therefore this 
picture. France seems to have sterilized 39 milliards of francs, that 
is to say, £350 millions sterling. I say that in order to explain what 
led me to the conclusion that gold had been sterilized in France. 

There is just one other thing I would like to say. M. Bist quite 
rightly said that at the present moment there is no lack of credit, and 
that in fact there was no lack of credit right through the year 1930. I 
agree with him. I would say also that at the present level of prices there 
is no dearth of gold anywhere. But how was that superabundance of 
credit brought about ? It was not brought about in 1930, but it was 
brought about very plainly in 1929, when, owing to what many people 
believe to have bron a faulty credit policy in the United States, the 
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rest of the world was driven to raising bank rates all round — ^in other 
words, causing a world-wide deflation, which has caused a world-wide 
fall in prices, and that in turn has made credit abundmit. 


Mb. H. D. Henderson : As my remarks, like those of others who 
have spoken, will be mainly of a critical nature, I would like to say 
first how enormously 1 appreciated M. Rist’s extrennely lucid address, 
and also I should like to say that there is a very large j»art of it with 
which I think most of us would agree. One naturally ttuida, in dis- 
cussion, to call attention to the points on which one differs. Hut 1 
think most of us will agree with what I gather is M. Hist’s main con- 
tention. In protesting against the term ‘ mal-distribution of gold ’, I 
think he is largely moved by a desire to protest against the suggestion 
that there has been an element of deliberate Fn>nch {X)licy in the 
recent movement of gold into Prance. His point is that, given the 
various regulations and customs that obtain, the movement that is 
♦.nlrio g gold to France, and not on balance to Ix)ndon, is in a stmse a 
natural movement, influenced by the balance of payments, and w» 
forth. I think that is common ground, or certainly a large numla^r of 
us here would agree with him in that. It is further true, as almost 
every speaker has admitted, that once the present world slump has 
been started off and the whole vicious circle is wound up, no restric- 


tion of credit, certainly not in England, is an operative fjM;tor in the 
maintenance and deepening of the depression. Monetary influences, 
in so far as they do apply, clearly apply by helping to pmupitato the 
depression, and may apply later on in the stage of revival, but they 
do not apply at all while you are in the middle of the vicious circle. 

I come now to my criticisms. As I understand M. Hist, he <hK« not 
dispute and in view of much that he said he cannot dispute, the influ- 
ence which monetary conditions-1 deliberately use a v.igue U*rni for 
the moment— have exerted on the course of pric«*H over the hwt five 
or six years. One of the points that he mentioned once or twjct> was 
• that it had always been his view that it woidd be imis.ssible U. sustain 
a price teTcl so' high in reUtion to pro-Wsr as pri,vail.sl before the 
aluinp on the basis of so amall a quantity of goW as la available 
throughout the world. In other word., he attacho. a gcerning im- 
portico to the quantity of gold a. a factor in the downwjiri move- 
ment of prices over recent years. Yet, m l “ 

of ^dthiSiAt 
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of the factors which he mentioned himself as operating in recent 
years was the circumstance that so many countries were returning to 
the gold standard and therefore increasing the pressure on the avail- 
able supplies of gold. Is not that exactly analogous to what happens 
if a particular central bank so alters its regulations, or is permitted 
by the law to alter its regulations, that it can maintain a given volume 
of currency or credit on the basis of an altered quantity of gold ? The 
quantity of gold that is relevant to the price level is the quantity of 
gold that is necessary to maintain a given volume of currency and 
credit. Any change which enables a central bank to maintain a larger 
volume of currency and credit will be just as effective on the price 
level, whether it is attributable to a change in the total quantity of 
gold in the world or to a change in the proportion of gold to the volume 
of credit that it maintains. 

I think M. Bist tended to draw a rather sharp distinction between 
the increase of currency on the one hand, whether that took the form 
of paper issued by the government or gold brought to the bank from 
the outside, and, on the other hand, an increase of credit, suggesting 
that the former would help to make prices move upwards, because it 
put more money in the hands of the consumer, while the latter would 
be stultified because it only increased the purchasing power of the 
producer. I do not think one can get a very fundamental distinction 
there, because, in addition to what Mr. Hawtrey has said — that the 
purchasing power will work roimd quickly from the producer to the 
consumer — I doubt if an increase of currency usually operates to any 
important extent, except through facilitating an increase in the 
volume of credit. Perhaps, however, I am not doing justice to 
M. Kist’s position. 

To get back to the main issue, I would say again that 1 think it 
would be unreasonable to suggest that there has been any deliberate 
policy on the part of France of trying to draw gold towards her. On 
the other hand, if steps had been taken to enable the Bank of France 
to maintain the amount of credit and currency it does maintain on' 
the basis of a smaller amount of gold, that would have been ver^’ 
helpful to the general international situation. The absence of steps 
of that kind may be said to be a contributory factor to our present 
troubles. 

When M. Rist asks us what we mean by mal-distribution of gold, 
my answer would be this. In Great Britain we are maintaining a very 
much larger volume of credit on the basis of a given amount of gold 
than we did before the War, but that is not done to anything like a 
comparable degree in France. M. Rist said that you cannot maintain 
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a price level of 50 per cent, or so above pro-VVar on the basis of a pre- 
War quantity of gold. Certainly you coimot do so unless there is 
economy in the use of gold by central banks. Unless, therefon>, we 
view with equanimity the severe depression of prices which has taken 
place in the past year, w'ith all its ver>’ formidable conseqtiences, it 
should surely be a common international objective to secure on all- 
round economy in the use of gold. M. Hist would not dispute, surely, 
that given arrangements for the mon* economical use of gold by 
the central banks, there would then be no fundamental diiliculty in 
sustaining the price level of 1928 on the basis of the quantity of gold 
that exists. The suggestion which is made by Britain to France is 
that it is up to France to play her part-, along with i>ther countries, in 
enabling the quantity of gold that is available in the world t»> sustain 
a volume of currency and crtnlit comi>atible with the sort of price 
level that W’e had in 1928, and our esscmtial conqdaint is that France 
has not done this. 


The Chairman, the Hon. R. H. BR.^^'I>: I would like meivly t«» 
say one word. I pt^rhaps take a ratlmr di(Ten*nt view fn»m sonu^ |na»ple 
hereabout the fall of prices. 1 n^ganl it as partly <lue to bK> little gokl 
and partly due to too much gold. 1 agrtn' with Sir Ht^nry Strak(>H<!h 
that developments in the United StaU's led to tivmc'ndous with- 
drawals of capital from Eurojo) and to a restriction of finxlit in Kunqs*. 
leading to a faU of prices here. But I also think that the i) 08 sesHion of 
a great deal too much gold in the UniUd States led to a griMit inllation 
there, bringing with it an absolutely inevitable collaiisc\ It w»»s that 
collapse that has caused the fall of prices to 1k^ so M^ven*. 1 fwd that 
the effect of the United States on the fall of prices is sonu^times mini- 
mized. Even if we had normal times in the n^st of the world, a crisis 
and collapse such as has taken place in the UniU-d StaU's would m 
any caae have produced a world crisis, as it <li<l in 1997 ami in other 

periods. 

M. Charles Rist: It is not very easy, Mr. (.’haiman, to answer 
such interesting and far-reaching observations as those which have 
I am very glad that Mr. Hendemon hi. partjy 
replied to some of the observations which have lieen made. Om. ui^ 

v^ often these words: ‘The demand for gold by h ranee or by th 
very oiren tnese wo absorbing gold has a certam policy m 

Bank of France , or France m ao»oru««e » ,ir, »nvthinv 

dningit’. The l«ct to that the gold 

ageiLittethemomeat. We do nj dem^W. IhegoWBo.. 

in through the natural operation of the arbitrage. 
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Mb. Habtlby Withers: Is it true that the Bank of France’s rate 
for advances is still 4| per cent. ? 

M. Chables Rist: Yes, that is true. 

Mb. Hartley Withers: In spite of the bank rate having come 
down ? 

M. Charles Rist: Yes, that is true. 

Mb. Harley Withers: Is that not rather relevant ? 

M. Charles Rist: For about ten years instead of the difference of 
1 per cent, between the rate of discount and the rate of advance, a 
difference of 2 per cent, has always been maintained. But in fact, if 
you look at the figures, you will see that the advances of the Bank 
have grown very little during these last years. 

Mb. Hartley Withers: Is not the difference now 2| per cent. ? 

M. Charles Rist: I think so. So far as I know, the advances are 
4 per cent, and the discount is 2 per cent. 

Mr. Hartley Withers: The impression in London is that when 
the Bank of France came down to 2 per cent, in its official rate for 
discount, the rate for advances remained at 4^ per cent. 

M. Charles Rist : I think so. 

Mr. Hartley Withers: That fact makes people wonder whether 
the Bank of France’s reduction in its official rate was really intended 
to be effective or not. There is a good deal of suspicion about this in 
the City. As I need not tell you, people are nervous about this matter. 
Many of them believe that the Bank of France is building up this huge 
stock of gold as a war chest, and they are talking about war on the 
Continent in the spring. That is the sort of thing that happens when 
the imagination of the City really gets busy. They say that it is ail 
very well for the Bank of France to pretend to come down to 2 per 
cent., but it keeps its rate for advances the same as before ; and so, 
because the French banks charge 2 per cent, above that rate, it keeps 
the real price of money in France as high as ever, which is why the 
French banks want more francs, and why they have to bring the gold 
back. 
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M. Chabi^ Rist: I have no right at all to speak on behalf of the 
Bank of France. I can only speak as an observer from without ; but 
the rate of advance has never played a big role m this matter. Ihe 
quantity of advances has always been very small, and is now at the 
same level as it always has been. The imfHirtant fact in what you 
were just saying is that practically the rate of discount of all the 
French banks outside the Bank of FVance is systematically the same 
rate as the Bank of France. If you go to an agency of the Credit 
Lyonnais or to any bank in any provincial town, or even in Paris, you 
will get your bills of exchange discounted either at the raU^ of the 
bank, according to the nature of the cu8t4>mer, or |wrha|>8 J p»»r cwit. 
above the rate of the bank. So that the going down of the rat4' 
immediately brings about the falling of the rate of tliscount in the 
whole country. On the other hand, what we call the fitn* market, or 
the market ‘hors banque’, which exists only in Pjiris and s«mie big 
towns, and is concerned only with bills whicli pratstically are not dis- 
counted at the Bank, has a rate which is always under the bank rate 
and accordingly falls with the bank rate, exiudly os the rate of 
ordinary trade bills. In other words, the rate for tnule bills »is 
well as the rate for bank acceptances and ‘hors banque’ bills is 
always regulated (although not exactly in the same way) by the 


I am very glad to hear that the idea of gold Inking purp<jst»ly 
attracted into France is rejected by Mr. Henderson and by the 
majority of people here. I do not sec how we could demand or attract 
gold. We do not do that. At one moment we «liil it ; and that was 
just before the legal stabilization of the franc, to cemform with the 
new legal requirement of one-third. May 1 wiy, by the way, that this 
one-third idea of a reserve comes from here. It is a trotlition coming 
from the year 1830 or 1835. The idea was that the Bank of Knglaml 
should maintain about one-third of its reserves in !■- 

partment. I think that is the origin of the one-t urd idea. Why di 
we take up that idea in the 1928 law ? It was ilone to pve greaUT 
elasticity to the Bank issue than before. Till then we ha<l livid under 
the systL of a legal maximum issue, and every 

to mie more credit it was obliged to require from 1 * 

law allowing it to put its maximum hig er. ® ^ 

disposition is to increase the elasticity of the Ba ^ ^ 

BaS of France had accumulated the gold 

cent, reserve it never wanted to have *”^'^Yar. ^We had at that 
came exactly in the same not Ixjcause we 

time a reserve of something like 60 • 
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wished to have it, but because the balance of accounts of France was 
such that the gold flowed into the country. I admit that it was easier 
then for the Bank to prevent gold going out of the country. The bi- 
metallic system allowed the Bank to defend its gold very easily. The 
Bank since 1928 has no more any means of preventing the outflow of 
gold if it takes place. So that the present system brings the working 
of the Bank of France much nearer to the working of the Bank of 
England than it was under the old one. 

I would like to answer in a few words what Mr. Hawtrey said about 
the inelasticity of our legislation. We always pretend that we have a 
much more elastic legislation than even you have in Great Britain. 
The fact that we only want one-third of gold makes it possible for the 
Bank to build a much wider range of credit than you can do here in 
England, with a fixed contingent of covered notes. 

Mb. Hawtbey : When I called it inelastic, I was not referring to the 
86 per cent, reserve. I was referring to the fact that the Bank of 
France was precluded from buying securities in the open market. It 
is limited to a very restricted range of assets. The total supply of 
bills and advances which it can secure of a commercial character is 
so small that it has no choice but to cover far the greater part of its 
own issue, its deposits, and the government deposits with gold ; so 
that every franc added to its deposits by its note issue in practice 
means a franc of gold and nothing else. 

M. Chakles Rist: That would mean a change in the whole concep- 
tion we have had for more than a hundred years, which I think has 
been brought to us by Great Britain and by British example. 

Mr. Hawtbey : That is the British point of view of a hundred years 
ago, no doubt. 

M. Charles Rist : No, not a hundred years ago ; but it is the theory 
of all British bankers and economists that an issue bank must be 
absolutely liquid. I remember having heard many discussions about 
the reconstruction of all the European banks after the War. The idea 
was that the first requirement of a bank of issue was to create a per- 
fect liquidity. 

Mb. Hawtbey : I do not want to interrupt M. Rist, but he is not 
allowing adequately for British hypocrisy, which always preaches one 
thing and does the exact contrary. 
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M. Charles Rist: I must say for my part I would consider it an 
extremely dangerous thing to adopt a method which would amount 
to a new inflation of the French circulation. What is the position now I 
We have 1 1 milliards of deposits in the Bank. That is more than we 
have ever had. That shows that people do not know what to do with 
their money, and put it into the Bank. What would be the result if, 
in addition to that, the Bank was buying seimrities ! All that money 
would go back to the Bank and create a higher quantity of de|>osits 
in the Bank of France. I must say that the |xiliey t»f buying securities, 
which we have followed very attentively in the IbnUxl StaUw, dtws 
not seem to me to have brought about such exeelk'iit nvsults as to Ik« 
imitated in other countries witliottt much it‘fiei!tion. 

1 am more at a loss to answer the tluHiretical argument which Mr. 
Hawtrey and Mr. Henderson put before me. naiiudy, the fm't tliat if 
a credit is given, the credit translates iWlf into consumers’ income, 
so that the consumers’ income must bo always growing as miurh as the 


credit grows. I think that was the trend of t.h»> argument. Mr. Haw* 
trey is such a master of thei>rctical analysis in all thest> inatU'rs that 
it is extremely difficult to answer such an argument without lengthy 
development. I would simply say that, if that were absolul^dy true, 
an economic crisis would never exist. The more cnnlit would be given, 


the more production would go on, and the more income wouhl Iw 
brought to the consumer, so that we could go on and on witlunit limit. 

I know that theoretically that is his sysUun. Either we go uji or wo 
go on without any limit. The only limit is practically the im|M)ssibility 
of Tnnking more credit. So much for the theory. But 1 would bring 
to your attention one fact in connexion with it. The fall in prices did 
not begin in 1929 ; but it began in l'.)24 and 1925. I think the ex- 
planation of the fall in prices must lie carried biwik to these years. 
So that when it is said that the restriction of credit in I92t* by the 
Federal Reserve Bank is the cause, or the axe winch has brought 
down our economic system, 1 think that is not quite true. ^ 
of the truth ; but the real difficulty is to explain why, from 1924 and 
1925 onwards, we have seen world prices going tlowii more and more. 

I would bo veiy gM to hovo a fc.; miuuto to S.r H«ry 

Strakosch who put to me a very precise question. If I really un 1 

stood what he said, he said that 

because a great part of the notes which hwl Ixicn issuc^ 

wLb l cou.. mto th, 

disanneared Why have they disappeared < Simply iKK-aiisc _ 

pST^tes Zned as a counterpart to the foreign moneys which 
French notes issuea ^ . j prance on such an 

were from 1927 onward offered to the uanK oi rra 
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enormous scale have been used by the Government to reimburse the 
Bank. This enormous inflation of francs, about 30 to 35 billion francs, 
has not remained in circulation, as Sir Henry very properly observed, 
because a reimbursement to the bank of issue implies the disappear- 
ance of the notes brought back to her. Probably such a reimburse- 
ment would never have taken place, if the de facto stabilization had 
lasted less time than it has, and it was the indirect reason by which 
this inflation of francs did not bring about a more rapid rise of prices 
than it did. I cannot quite agree with Sir Henry when he said that it 
was necessary to make inflation in France to bring prices higher. I 
think our indices are a very bad way of approaching a question, be- 
cause our indices are very misleading. The index of retail prices is 
restricted to a few agricultural goods. Now, as you know probably, 
as soon as the price of wheat falls, the wheat duties are immediately 
raised. So that our index of retail prices expresses much more this 
policy than it expresses the true movement of prices in France. I do 
not think the prices would have moved in any other way than that, 
even if no gold at all had been coming into France. I think the 
quantity theory does not work in this direction. 

Sir Henry Strakosch : The price indices of which I spoke are not 
the retail price indices, but they are the wholesale price indices — of 
internal manufactured and foreign imported goods. 

M. Charles Rist: If I understand you rightly, you meant these 
prices were rising more rapidly, or maintaining themselves, instead of 
going down, as they ought to have done ? 

Sir Henry Strakosch: Yes. 

M. Charles Rist : But these internal prices contained in the whole- 
sale price index are based almost entirely on agricultural prices. Our 
index would need to be very much improved to have real significance 
in this respect. I do not think one can really draw any true conclusion 
from the figures of our index. 
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lion; (told Distribution ; G«I<1 

Exchange Standard ; Gold R«iier%n« ; 
Gold Supply; Index Nundiors; 
Notes; Pnci?s; IJ.S.A. 
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Need for oo-operation: Palyt, 


PuiCBB-^coia. 

General level and individual level: 
GUnday, 43; Rebsrison, 46; Pal^ 
130. 

Instability of. Due to dis-equUibriiim 
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Practical deliniiiou of conditions of: 
Hawtrey, 8. 
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